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Mr.T. ... likes 
a vintage cellar 


Whether it’s 70-year-old oak or 
20-month pine, dry, sheltered wood 
tickles the palate of Mr. Termite. 
And his taste for timber can eat you 
out of house and home. 


Now, however, Shell Chemical’s 
powerful dieldrin insecticide puts up 
a barrier to Mr. T’s appetite. Applied 
to the soil around older homes as 
well as new, dieldrin forms an invisi- 
ble wall to halt termites which must 
shuttle from soil to wood in order to 
survive. And dieldrin stays effective 
for years, to protect your home from 
hungry timber-nibblers. 


Providing tough insecticides for 
long-lasting termite control is one 
more way Shell Chemical works to 
help keep your home safe and sound, 


SHELL CHEMICAL 
COMPANY 


Chemical Partner of Industry and Agriculture 


NEW YORK 








A business-building idea! 


Customers like to know their orders are appreciated 
—and they like the personal, man-to-man touch of a 
Long Distance call. 

Try thanking your customers by phone for their 1960 
orders. We think you’ll find it brings you extra business 
throughout the year ahead. 


BELL TELEPHONE SYSTEM 
Long Distance pays off! Use it now... for all it’s worth! 


LONG DISTANCE RATES ARE 


Here are some examples: 
Boston to New York Ka 
Philadelphia to Richmond, Va. 
Dallas to New Orleans ng Se 
Detroit to Miami . eee 
Cleveland to San Francisco ... . $2.10 


These are day rates, Station-to-Station, for the first three 
minutes. Add the 10% federal excise tax 





serving major growth industries of 
the nation’s advancing economy... 


AMERICAN -MARIETTA 


PRODUCTS 


CONSTRUCTION PRODUCTS 


Cement e Aggregates 

Prestressed concrete products 

Precast concrete pipe and structural elements 
Brick and tile e Cement admixtures 

Electrical products 


PAINTS, FINISHES AND COATINGS 


Industrial 
Consumer 
Maintenance 


ADHESIVES, RESINS AND CHEMICALS 


LIME AND REFRACTORIES 


DYESTUFFS 


PRINTING INKS 


SEALANTS 


METALLURGICAL PRODUCTS 


Metal powders, pigments 
abrasives, and alloys 


MACHINERY AND EQUIPMENT 
Environmental and control 
Construction 

Pulverizing and dust collecting 

Vacuum furnaces 


CLEANING PRODUCTS 


INDUSTRIES SERVED 


Construction - highways, airports, 
bridges, dams, sewer, 

drainage and irrigation systems, 
Public, industrial, commercial 

and residential buildings, farm and 
military structures, railroad 

and waterway facilities 


Automotive e Construction 

Electrical equipment and consumer products 
Farm and construction equipment 

Forest products 

Furniture and office equipment e Metal fabrication 
Oil and gas transmission e Packaging 
Transportation and industrial equipment 


Electronic components e Foundry 
Insulation materials 

Plywood and hardboard 

Paints and coatings 

Pulp and Paper 


Agricultural products 
Chemical e Construction 
Glass e Steel 

Paper and paperboard 
Water and waste treatment 


Chemical 
Textile 


Electronic equipment 
Metal and glass products 
Packaging e Plastics 
Publishing 


Aircraft 

Automotive and transportation 
Construction e Electrical communications 
Foundry e Household appliance 

Home and industrial maintenance 


rcraft and missile 
Automotive e Chemical 
tror e Electrical 
Paint e Printing ink 
Piast 


Aircraft and missile 

Chemical e Concrete products 
Foundry e Heavy construction 
Metal fabrication 

Tobacco processing 


Househoid, commercial, public 
and industrial maintenance 


The startling dimensions of America’s economic growth and expanding ba 
markets have been projected in a special report, ““The Years Ahead: 1960 To 
1975.” The significant conclusions of this professional study have far-reaching 
implications for every thoughtful executive. You are invited to send for a copy. 


Address Department YA, American-Marietta Company, Chicago 1], Illinois. 


American-Marietta 


Progress through Research Company 


Chicago 11, Illinois 
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THE BONNEVILLE CONVERTIBLE FOR 1961 


Why a Wide-Irack Pontiac delivers you fresh and ready for fun 


ry 
[here's a remarkable absence of “fatigue 
factors” in this refreshing car. 

Front and rear suspension systems have 
been specially tailored for Wide-Track. 
This creates a ride as smooth as a tide- 
washed beach. Quietness and cornering 
control are improved. 


More durable rubber-insulated body 
mounts keep road hum down where only 
the tires can hear it. Extra body insulation 
and sealing eliminate tiring noise and 


IT’S 
PONTIAC 


MOTOR DIVISION 


ALL PONTIAC! ON 


GENERAL 


vibration for near-perfect acoustics. 

New Wide-Track design contributes to 
greater stability. More weight is balanced 
between the wheels. You feel an invig- 
orating response, unwavering control. 

Next time you feel like going places, 
let the tireless Pontiac spirit move you. 
It’s the awakening, Wide-Track way to 
travel that starts at 
dealer’s. Visit him 
deciding drive 


your fine Pontiac 


soon and take that 


1 NEW WIDE-TRACK! 


MOTORS CORPORATION 





THE ONLY WIDE-TRACK CAR 
Pontiac hos the widest track of any cor 
Body width trimmed to reduce side over 
hang. More weight balanced between the 
wheels for sure-footed driving stability 
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READERS SAY 


Ford Abroad 


Str: While the British were strenuously 
protesting Henry Ford II's efforts to take 
over the outstanding shares of its British 
subsidiary (“Detroit to Dagenham?” 
Forres, Dec. 1) Scotsman Isaac Wolfson 
was over here shopping for U.S. com- 
panies: (“Visiting Virtuoso,” Forses, Dec. 
15). Isn’t it time we put the record 
straight? The British have some $6 bil- 
lion invested in the U.S., and we have 
about that amount in their country. It 
seems a good deal for both countries con- 
cerned. 

—WILLIAM CATHER 
Newark, N. J. 


Str: You have considered only the 
strong reaction of the British people, 
whose pride was hurt. I would have ex- 
pected also some criticism of the plan 
from the American point of view. ... As 
long as the American dollar is in trouble, 
all corporations should exercise self- 
discipline and restraint in their expansion 
abroad. 

—Kari LOEWENSTEIN 
New York, N. Y. 


Too Much Khrushchev 


Str: I was shocked to note in the Dec. 
1 issue of Forses that someone on your 
staff has slipped under the “pink” influ- 
ence. There were two pictures of Pre- 
mier Nikita Khrushchev (on pages 12 
and 34). 

I wonder when the American press is 
going to realize that every item of news 
for or against Russia is just exactly 
what that egomaniacal premier is pleased 
to see. 

—FRankK A. AMIs 
Los Angeles, Calif. 


Forses’ editorial content does not re- 
flect our own likes or dislikes but is 
determined solely by news values—Ep. 


SEC Changes 


Str: It’s reassuring to learn (“Changing 
The Guard,” Forses, Dec. 15) that forth- 
coming changes at the SEC are unlikely 
to involve drastic alterations in policy. 
Tens of thousands of small investors have 
reason to bless SEC’s vigilance over the 
years. Without this valued watchdog the 
gullible public might fall prey to swin- 
dlers peddling get-rich-quick stock of 
questionable value, such as happened to 
many hapless investors in the late 1920s. 

—MIcHAEL KENNEDY 
Boston, Mass. 


Sir: It was a refreshing change to see 
Forses gently praise the SEC. All too 
often we hear businessmen bemoaning 
the pernicious evils of government regu- 
lation, while they forget that government 
agencies such as the SEC give the small 
investor the necessary protection on 
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Why Some People 
st Always Make Money 


in the Stock Market 


7HY DOSOME “foolhardy” 
people make money in the 
stock market while others 
“lose their shirts’? What is 
the basic method of preserving 
and multiplying your family 
nest egg? 

After 38 years as a stock 
market investor, writer, 
broker and adviser, G. M. 
Loeb is more convinced than 
ever of the answer: most in- 
vestors have mistaken ideas 
about true financial safety. 

According to Mr. Loeb, who 
is a partner of the noted brok- 
erage firm of E. F. Hutton & 
Company, it is really more ad- 
vantageous to aim at doubling 
your money than to aim at investing 
it for a 4% to 6% return. And he 
tells why, based upon facts drawn 
from his wealth of successful experi- 
ence. He points out, in this world of 
changing money values, it is risky for 
anyone who has savings NOT to in- 
vest something in stocks. 


Some Startling Advice 


This is just some 
advice given in his unusual how-to- 
invest book, “THE BATTLE FOR 
INVESTMENT SURVIVAL.” (175,- 
000 copies have already been sold!) 
And here is some more: 

—Your initial investment should 
be SMALL — not more than 
10% of your assets. 

—If properly done there may be 
more safety in short-term in- 
vesting than in long-term. 

—It is considered safer to put a 
small portion of your capital 
into a well-chosen speculative 
stock and keep the rest of it 
uninvested—than it is to put all 
of it in a blue-chip stock. 

—Willingness to keep some funds 
uninvested can be the key to 
big profits. 

—Low-priced stocks are not nec- 
essarily cheap, and high-priced 
stocks are not necessarily ex- 
pensive. 


of the startling 


G. M. LOEB, a partner in one of the 
nation’s foremost investment brokers, 
E. F. Hutton & Company, with which 
he has been associated for 38 years. 


Based on 38 Years of Experience 


What makes Mr. Loeb’s daring 
rules so impressive is that he is not 
an ivory-tower theorist who has 
merely tested his ideas “on paper.” 
Instead, he is one teacher who for 38 
years has practiced with cold cash 
what he preaches. And with big- 
profit results—for as Newsweek Mag- 
azine says about his book, it is 
“written by a man who has out- 
smarted the market for years.” 

In this book he warns of Pitfalls 
for the Inexperienced . . . the Risks 
... tells What to Look for in Security 
Programs . What to Buy — and 
When ... Advantages of Switching 
Stocks ... How You Can Profit by 
Taking Some Losses .. . How to De- 
tect “Good” Buying or “Good” Sell- 
ing ...and many other professional 
investment techniques. 


TEN DAY FREE TRIAL OFFER 


Send no money. Just mail the coupon for 
a free-trial copy of Mr. Loeb’s book (to- 
gether with a FREE copy of 
the Neill book). If you are not 
convinced within ten days 
that it can repay its low price 
many times over, return it 
and pay nothing. But don't 
delay. This book tells you 
things you should be doing 
with your money now—in to- 
day’s market! SmmMon_ AND 
Scuuster, Pusisners, Derr 
941, 630 Firrn Ave., New York 
20, N. Y. 





FREE—FOR LIMITED TIME ONLY 
“Tape Reading and Market Tactics” 


money in the stock mar- 

ket by reading the tape 

the way the profession- 

als do. It has long been 

considered invaluable by 

ss. shrewd investors. Mr 

Neill is currently del- 

uged with orders for it 

With your order of Mr. from all over the coun- 

Loeb’s ‘‘The Battle for tr) It is normally 

Investment Survival,’’ @Vailable only from the 

we will send you a author’s own private 

FREE copy of Hum- supply at $6 each—but 

phrey Neill’s famous Mr. Neill has given us 

“Tape Reading and special permission to 

Market Tactics.’’ This offer it to you FREE 

book is a detailed course with your order for the 
on how you may make Loeb book 


sea Se en 

| Mail For 10 Days’ Free Examination 
Simon & Schuster, Publishers, Dept. 941 
630 Fifth Avenue, New York 20, N. Y. i 


Please send me a copy of ‘“The Battle for Invest- 
ment Survival,”’ by G. M. Loeb, and a FREE copy 
Es Humphrey Neill’s ‘““‘Tape Reading and Market 





Tactics’’ entirely ON APPROVAL. If not convinced 

that the Loeb book can repay its cost many times 
j over, I may return the books within ten days and 

pay nothing. Otherwise I will send only $3.95 plus 
] a few cents postage as payment in full 


Name 
(please print) 
Address 


City Zone State 

©) SAVE POSTAGE. Check here if you ENCLOSE 

$3.95 as payment in full—then WE PAY POST- 

AGE. Same 10-day return privilege with full re- 

fund GUARANTEED. N.Y.C. add 12¢ sales tax 
re eee ce anal 











Which 
Nationaifiease 


plan fits 
your 

trucking 

needs? 


* THE CHANGE-OVER PLAN 

We take over all of your present truck 
and maintenance problems, help you 
reorganize your truck facilities and per- 
sonnel. We supply you with new vehicles, 
engineered and painted to your exact 
requirements, or will buy and recondi- 
tion your present fleet. 

© THE ADD-A-TPUCK PLAN 

As your business expands, don’t use vital 
capital for more trucks, lease new ones 
as neede 

* THE TRUCK RETIREMENT PLAN 

As each truck in your fleet needs replace- 
ment, instead of buying a new one, lease 
it. In a few years all your vehicles are 
leased 

* THE PILOT PLAN 

Instead of switching from ownership to 
leasing in all locations, select one loca- 
tion (or division) for a “pilot” operation 
using full-service leased trucks, compar- 
ing costs and headaches with trucks 
which you still own and maintain. 


Lease o new CHEVROLET or other fine truck. 
No investment, no upkeep, no headaches. 


LEASE FOR PROFIT—NATIONALEASE full 
s trucklieasing supplies everythin« 
but the driver. Licen d. in red trucks, en 
gineered and painted our needs, gar- 
aged and expertly mair € ONE in- 

NO worrie 8) rte our full time 
All your capita 


nm business 


Notional know-how, local 
controls—write for literature. 


NATIONAL TRUCK 
LEASING SYSTEM 


Serving Principal Cities 
in the U.S. ond Canoda 


Suite R-1 Chicago, Ill. 


pends. 


Dallas, Tex. 


| conservative company (“Ha 


| each sales dollar these days. . 


READERS SAY 


which our whole economy basically de- 


—Henry McCartuy 
Baltimore, Md. 


Sm: There is nothing inherently bad 
with moderate government control, but 
unfortunately if you give them an inch 
they always take a mile. . . . 

—-JAMES FRAZER 


Wrong Premium 


Sm: I think an error has been made 
in the table “Assets At a Discount” 
(Forses, Nov. 15). The Insurance Com- 
pany of North America, with a recent 
price of 61 and an adjusted net worth of 
$59.79, would seem to be selling at a 


| premium of 2%, rather than at a similar 
| rate of discount. 


-H. E. Harris 
Montreal, Canada. 


Forses erred, placed the company in 
the wrong column—Eb. 


Cautious Grumman 


Sm: It was strange, indeed, to see 
Grumman Aircraft painted as an archly 
leaded 
Planemaker,” Forses, Dec. 15). As a na- 
tive New Yorker, I well remember the 
time when the metropolitan area’s two 
main airports were Teterboro and Roose- 
velt Field. Back then, making airplanes 
was about as risky a business as there 
was, next to running a circus. 

These old time planemakers were a 
pretty flamboyant lot, but a lot ‘of them 
could only fly high when the weather was 
good. The really tough airmen were the 
ones, like Leroy Grumman, who have 
managed to pull out of a nosedive in 
rough weather. 

—JacK GREEN 
New York, N. Y. 


Sr: Grumman may look smart sticking 
to low-altitude manned aircraft at the 
present time, but what about the long 
haul? Manned flight in space is not far 
off and in a few years will be common- 
place. 

—JOHN Davis 
Chicago, Ill. 


National’s Way 
Srr: You suggest there is something 


wrong with First National Stores be- 
cause the company isn’t growing as fast 


| as some others in its territory (“The Cost 
| of Conservatism,” Fores, Dec. 15). I sug- 
| gest there is not much wrong at all ‘with 


a food chain that is earning 1.6 cents on 
.. I like 
to think First National will still be near 
the top in profit margins when other 
chains with catchy names have expanded 
themselves right into the poor house. 
—Rosert O’Brien 


| Springfield, Mass. 


Sir: It’s all very well to be a proper 
Bostonian, but H. M. Pulham Esq. tactics 
don’t pay in business, as you point out 
in your story about First National Stores. 
Perhaps what the company needs is dilu- 
tion of its true-blue blood by some of the 
red variety from the other side of the 
tracks. A little showmanship a la Curley 
wouldn’t hurt. After all, there’s more 
than one Boston. 

—JOSEPH GALLAGHER 
Boston, Mass. 


Steel Capacity 


Sir: The decline in steel production is 
serious enough, but your use of the 
phrase “a dismal 50% of capacity” (“Un- 
happy New Year,” Fores, Dec. 15) exag- 
gerates the situation. The normal rate of 
production is 70%-75% of capacity. Any- 
thing above that would require the em- 
ployment of uneconomic facilities like 
obsolescent plant, which would mean 
operating at a loss for the steelmakers. 

—Rosert R. JacKson 
Gary, Ind. 


Foreign Quality 


Stmr: More power to men like Isaac 
Wolfson (“Visiting Virtuoso,” Dec. 15). 
If his plans to manufacture wares of the 
quality of Burberrys in this country go 
through, perhaps we can look forward to 
some reaction by domestic makers to put 
an end to shoddy goods here. Maybe 
what we really need is a real invasion by 
some topnotch British, French, and Ger- 
man manufacturers to teach American 
producers that they can’t continue in- 
definitely to get away with poor quality 
goods. 

—WILBUR JAMIESON 
Denver, Colo. 


Green Thumb? 


Sir: Is it possible that Thomas M. Ware, 
president of International Minerals & 
Chemical Corp. (“The Patient Husband- 
man,” Forses, Dec. 1) represents the 
shape of things to come in business? As 
you report, he’s an engineer and sales- 
man. What a pleasant and reassuring (for 
stockholders) change from the run-of- 
the-mill accountant, who by dint of years 
and survival too often emerges at the top 
rubbing his eyes with surprise. Sooner 
or later, I wager, Thomas M. Ware is go- 
ing to make things hum, in an engineer- 
ing-type way, at IM&C. 

—EpcarR WATSON 
Baltimore, Md. 


B&O Break 


Str: It wasn’t such a bad holiday season 
for B&O stockholders after all (““Cheer- 
less Christmas,” Forses, Dec. 15). The 
B&O merger offer gives them a chance to 
recoup their losses and perhaps do even 
better than in the palmy days of the old 
Baltimore line: “Chessie” (like its rival 
Norfolk & Western) is doing so well it 
can spare a little Christmas cheer for 
the needy. 

—Wru1AM RITcHIE 
Wilmington, Del. 
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BIG LIFT FOR MODERN BUSINESS. Engines from 
Avco’s Lycoming Division today power more twin-engine planes 
for executive and utility purposes than those of any other manu- 
facturer in the world. Leading executive aircraft manufacturers 
such as Piper, Aero-Commander, and Beech depend on reliable 
Lycoming engines. 


AVCO CORPORATION, 750 THIRD AVENUE, NEW YORK 17, NEW YORK A VvVooO 


PRODUCTION LINE AT AVCO/LYCOMING UNUSUAL CAREER OPPORTUNITIES FOR QUALIFIED SCIENTISTS AND ENGINEERS. . . WRITE AVCO TODAY. 


























SO EASY... 
you don’t even 
touch a 
di¢tating 
machine 


SoundScriber’s new SATELLITE SYSTEM 


Never before has dictation been so easy... . 
never before so push-button automatic. You 
don't even have to touch a dictating machine. 
All you need on your desk is the new Satellite 
contro! unit . . . just half the size of your 
phone. in fact, it’s easier to use than your 
phone. 


This new dictating experience from Sound 
Scriber eliminates all machine manipulation 
index strip handling, belt or disc changing for 
ever. With the Satellite and ‘‘Magic Memory’ 
at your fingertips, you are in complete 
command. 


Expensive? On the contrary Satellite pays 
daily dividends in extra accomplishment, eas- 
ing of business pressures . . . provides more 
time for the important planning functions of 
your job. What's more, once you install a 
Satellite System, you can expand your installa- 
tion by adding more Satellites for only $95.00 
per dictator. 


Mail coupon below, attached to your letter- 
head, for free brochure describing ‘‘today’s 
most advanced dictating systems”’. 


CAE ay 
° 


SOUND@sSCRIBER 


27 YEARS SPECIALIZING IN DICTATING & RECORDING SYSTEMS 


The SOUNDSCRIBER Corp., Dept. FBS-1 
6 Middletown Ave., North Haven, Conn. 


Name 
Company 
Address 
City 














TRENDS & TANGENTS 


Pennsylvania Railroad is growing 
still bigger. Already the nation’s larg- 
est rail carrier, the Pennsy has offered 
to buy up the 44.4% of the common 
stock of the Lehigh Valley Railroad 
which it does not already control. The 
merger would create a huge railroad 
complex covering more than half the 
eastern United States, and would en- 
able the Pennsylvania Railroad to by- 
pass the Pittsburgh bottleneck by 
moving freight to the Midwest via 
New Jersey, across Pennsylvania and 


through Buffalo 


Cars apienty clog dealers’ lots as the 
auto buying pace slows down. Sales 
averaged 17,800 new cars a day in 
early December, down from about 
20,000 a day in October and Novem- 
ber. As the year ended. dealers’ new 
car inventories rose close to the mil- 
lion mark. 


Post-holiday sales, resulting from 
only so-so Christmas retail business 
will provide a bargain-hunter’s dream 
Many stores, getting off to a fast start. 
announced private clearance sales tc 
charge customers as much as ten days 
before Christmas 


Economic atomic power is the goal ot 
a $15-million joint program under- 
taken by General Electric and Gen- 
eral Dynamics. The two companies 
feel they can produce atomic powe! 
for seven New York State electric 
utilities at a cost of seven mills per 
kilowatt hour. The utilities will pay 
$10 million of the experiment’s cost 
and, if it works, will join the two 
industrial companies in building a 
300,000 to 500,000-kilowatt power 
station. 


Tougher foreign competition yet may 
be in store for U.S. businessmen- 
from themselves. According to a new 
Commerce Department study. over- 
seas U.S. business investments totaled 
nearly $30 billion at the end of 1959, 
up from $25.3 billion in 1957, a mere 
$11.8 billion in 1950. “Such shifting 
of production to foreign plants, 
coupled with rising exports from these 
plants to the United States,” declares 
the study, will mean “heightened com- 
petition in specific products . . . placing 
an increased burden . .. on U.S. firms.” 


Longest engagement on record? That 
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new battery portable 
lets you dictate 


anywhere! 


Dictate anywhere .. . on a train, air- 
plane, in your automobile . .. even on 
a steel girder atop a rising skyscraper. 
Powered by flashlight batteries you 
can buy anywhere, the Traveler re- 
cords on small plastic discs which are 
mailable in standard business enve- 
lopes for regular postage 

Only SoundScriber records at 3314, 
rpm (playable on home phonographs), 
and Traveler is compatible with any 
SoundScriber dictating equipment 
ever built. Dictate as you fly — 
Traveler meets “Electronic Interfer- 
ence Elimination Specification MIL-I- 
17623” permitting its use aloft. 
The transistorized Traveler is only six 
pounds light . . . it’s your ideal travel- 
ing companion. Get more accom- 
plished en route... . return relaxed, to 
a clear desk. Mail coupon today for 
full details. 





ve. 
atti 


SOUN Dg} 
PORTABLE DICTATING SYSTEMS 


The SOUNDSCRIBER Corp., Dept. FBT-1 
6 Middletown Ave., North Haven, Conn. 


Name 








Company 
Address 
City 
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proposed merger between Warner- | 


Lambert and Minnesota Mining & 
Manufacturing, first announced last 
August, now is hung up pending anti- 
trust clearance. The indefinite delay 
raises the prospect that the romance 
may cool—just as in the case of 
Warner-Lambert’s intended marriage 
to R.J. Reynolds Tobacco back in 
1958. 


Would-be angels who want to back 
Broadway plays on a shoestring now 
may get their chance. A new the- 
atrical brokerage, National Theater 
Investing Service, has been estab- 
lished to find prospective backers who 
wish to invest as little as $50 in a 
play or movie. Hitherto, producers 
have normally insisted on a minimum 


" | investment of $500 to $1500. 


World's biggest corporation, Ameri- 


| can Telephone & Telegraph Co., also 
| made the biggest financial headlines 


last month. First, the utility an- 


nounced that it planned to spend $2.5 | 


billion in expansion this year, second 
only to its $2.6 billion program of 
1960. Then the company raised its 
quarterly dividend from 82.5c a share 
to 90c, and offered its shareholders $1 
billion in rights to buy more stock. 


Perceptible slowdown has hit the 
British economy, though the boom 
goes on in most of Western Europe. 
Italy plans a 50% expansion in her 
basic steel capacity by 1965, West 
Germany still has 50,000 unfilled jobs, 
but British auto factories are on a 
three-day work week, and many other 
industries report slowdowns. Reasons: 
tight credit curbs at home, coupled 
with stiff export competition frornGreat 
Britain’s rejuvenated neighbors. 


Antitrust hangover is in prospect for 
General Electric, Westinghouse and 
Allis-Chalmers as a result of their 
recent conviction for price fixing of 
heavy electrical equipment. All three 
companies are engaged in “coopera- 
tive studies” with their customers to 
determine whether refunds are in 
order on recent sales to public utili- 
ties and government agencies. 


J.P. Stevens is still another company 
which is looking abroad for fatter 
profits. In partnership with Nijverdal- 
ten Cate, largest textile firm in the 
Netherlands, Stevens will make and 
market cotton work clothing, rain and 

(CONTINUED ON PAGE 15) 





meetings verbatim... 


transcribe from 


Same instrument 


Now, you can have continuous, unin- 
terrupted recording of your meetings 
and conferences regardless of length. 
Record each word as it’s spoken... 
SoundScriber's new Reporter, confer- 
ence recorder, operates completely 
unattended. Simply turn it ‘‘on" . . 
— your meeting is over, turn it 
“ow. 


The Reporter records magnetically on 
duPont Mylar tape by means of a pat- 
ented, tamper-proof transverse 
recording process. It provides instant 
back-spacing and speaker playback 
... and now, for the first time, tran- 
scription facility in the same unit. No 
need to re-record on separate belts or 
discs .. . your secretary simply plugs 
in her listening device and foot con- 
trol and she’s transcribing. 


Let SoundScriber record your next 
conference .. . no obligation, of 
course. Mail coupon below for free 
brochure. 
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From raw ore to finished product... Allis-Chalmers serves | | 
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Allis-Chalmers unit substations 
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Allis-Chalmers rock crushers 
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Allis-Chalmers grinding mills 








Red-hot idea — 
upgrades future 


of low-grade ore 


Millions of tons of ore once considered too low in iron content 
to be economically used can now be processed into steel with 
new efficiency. One important reason: Allis-Chalmers new 
GRATE-KILN System, 


New activity is stirring in America’s iron country ... and a 
symbol of the promising years ahead is-the new Humboldt 
Mine in Michigan’s Upper Peninsula. 


Heart of the venture: an Allis-Chalmers development that 
transforms finely powdered iron ore concentrates into uniform, 
marble-size pellets. “‘Baked’’ to flint-like hardness in 2470°F. 
heat inside a giant kiln, the pellets are quickly cooled to room 
temperature . . . easy to handle without dust loss . . . low cost 


to ship . . . and superior-quality blast furnace feed for steel 
makers. 


Allis-Chalmers GRATE-KILN System is helping to open up 
new reserves of iron ore for the nation’s storehouse of natural 
resources. It promises similar benefits in pyro-processing 
phosphate, sand, cement, magnesite, bauxite and other ma- 
terials. Allis-Chalmers, Milwaukee 1, Wisconsin. 


(Humboldt Mining Co. is jointly owned by 
Ford<Motor Co. and Cleveland-Cliffs Iron Co.) 


ALLIS-CHALMERS 
POWER ror a GROWING WORLD 


the steel industry 


Grate-KILn is an Allis-Chalmers Trademark 


Allis-Chalmers GRATE-KILN Processing Equipment Allis-Chalmers systems control Allis-Chalmers compressors 





Astropower, Inc. has been formed as a subsidiary of 
Douglas Aircraft Company with Mr. Y. C. Lee, internation- 
ally noted propulsion expert, as president. 

In offering its services for research and development of 
advanced space propulsion systems to system contractors 
and government agencies, Astropower will operate as an 
independent company. The proprietary interests of major 
systems and sub-systems contractors will be respected and 
protected by both Douglas and Astropower. 

A balanced engineering and research program is now 
being formulated to advance the state of the art in— 


e Ultra-high energy propulsion systems in the nuclear, 
chemical and electrical fields 

e Solid state devices and energy conversion equipment 

Mr. Lee is now staffing key positions in Astropower, Inc. 
and will welcome inquiries from qualified engineers and 
scientists having advanced degrees in the areas of nuclear 
physics, plasma physics, solid state physics, thermody- 
namics and high temperature materials. 

Astropower's permanent scientific and engineering 
center will be located in one of Southern Cali- 
fornia's ideally situated research communities. 


ASTROPOWER, INC. 


Temporary headquarters: 3801 Lakewood Boulevard, Long Beach, California 
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TRENDS & TANGENTS 


(CONTINUED FROM PAGE 11) 


sportswear fabrics. Reason for 
Stevens: “The necessity to participate 


in manufacturing and distribution 


close to textile users within protected | 


European markets.” 
2 s Sd 


Red ink for Uncle Sam in fiscal 1961? 
It’s a distinct possibility, warns out- 


going budget director Maurice Stans, | 
who speaks of ending fiscal 1961 next | 
June 30 with “at worst, a small defi- | 
cit.” Reason for the dramatic change | 


from the original Eisenhower estimate 


of a $4.2-billion surplus: the business | 


decline, which lowered corporate 


profits (and tax receipts) to the low- | 


est point in two years during 1960's 
third quarter. 


Canada Dry found the sales picture | 


snarkling, but earnings somewhat less 
fizzy in fiscal 1960, which ended Sep- 
tember 30. For the first time, sales 
topped $100 million, but net dropped 


from $1.69 a share to $1.50. Reason | 
for the fall off: cool summer weather, | 


which also affected earnings of other 
soft drink makers. 


Meatpackers’ Big Four lost a four- 
year court fight for the right to diver- 
sify. Enjoined by a 1920 consent de- 
cree from handling some 145 com- 
modities and from conducting any re- 
tail meat operations, the meatpackers 
based their appeal on the changed 
pattern of retail food distribution over 
the past 40 years. 


Record insurance loss was in pros- 
pect for U.S. marine insurers as a re- 
sult of last month’s sinking off Brazil 
of the Sinclair Petrolore, 56,000-ton 
combination oil and ore carrier. Most 
of the vessel’s $8-million-plus cover- 
age was provided by a U.S. insurance 
pool, whose loss will greatly exceed 
that which it suffered from the 1956 
sinking of the Andrea Doria. 


Jewel Tea Co., Illinois supermarket 
chain, became the second major food 
retailer to dip into drugs in recent 
weeks when it moved to acquire the 
Midwest’s 28-store Osco Drug Co. 
Jewel’s offer comes hard on the heels 
of giant Kroger Stores’ purchase of 
a nine-store drug chain from New 
Jersey’s Sav-On Drugs Inc. 
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the | 
move, according to President Robert | 


Wilshire Boulevard passes through MacArthur Park, Los Angeles. 


Step into the sun—and get 
to know this $9 billion market 


There are two good reasons for a South- 
ern California trip. First, you'll want to 
get closely acquainted with the latest 
business developments here, so that you 
can plan your future more effectively. 

Second, you and your family will want to 
take advantage of our justly famed vaca- 
tion resources. Especially now, when you 
can forget winter and spend your mo- 
ments of relaxation enjoying our sunny 
days and unique sights. You can play 
along our Pacific Coast, cheer the horses, 


Southern 
California 


ALL-YEAR CLUB OF SOUTHERN CALIFORNIA 
This advertisement sponsored by the Los Angeles 
County Board of Supervisors for the citizens 

of Glendale, Hollywood, Inglewood, Long Beach, 
Los Angeles, Pasadena, Pomona, Santa Monica, 
Torrance and 181 other communities. 


shoot golf among desert palms. Spend 
some time exploring Hollywood. Visit 
our orange groves. Enjoy our notable 
“entertainment lands.” 


Plan to visit here soon—you'll return 
home with new personal vigor and use- 
ful business information. 

Free Sight-seeing Map: Official Full- 
Color Guide to Los Angeles County, all 
Southern California. Locates 645 sights, 
plus 100 TV and movie stars’ homes. 
Mail coupon today! 


------------ 


All-Year Club Tourist Information Center 
Dept. Z-1 

628 W. 6th St., Los Angeles 17, Calif 

Please send me free Color Sight-seeing Map 
(Miss) 

(Mrs.) 

(Mr,.) 

Street 

City 


Zone State __ 


| PLEASE PRINT NAME AND ADDRESS 
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Adventure 


in Votoring 


Excitement! 


DESIGNER’S DREAM... 


now a dazzling reality! 


4 


we O23 Bi BD... 


ANNOUNCING...A new limited-edition, high-performance sports convertible! 


Standard Equipment: 
Sports-type control console « 
Tachometer « Hydra-Matic 
with stick control * Power 
windows, steering, brakes, 
seat « Starfire Engine with 
10.25-to-1 compression ratio 
e 440 Ib-ft. torque at 2800 
r.p.m. * 330 horsepower at 
4600 r.p.m. * Dual exhaust 
system « Fiber-packed 
mufflers « 3.42-to-1 rear 
axle ratio « Top-grain leather 
interiors * Bucket seats. 


Put your toe to Oldsmobile’s exhilarating Starfire Engine! In an 


instant you know .. . this car is unique! Precision-engineered—with ultra-high 





compression, high-speed camshaft, high-torque rear axle—for the man who thrills 


to true sports-car performance! See your Oldsmobile Quality Dealer for complete details. 


OLDSMOBILE DIVISION * GENERAL MOTORS CORPORATION 
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“With all thy getting get understanding” 


FACT AND COMMENT 





by MALCOLM S. FORBES 


THE OUTLOOK FOR 1961 


At the end of every year, the editors and economists 
of Forses’ subsidiary, Investors Advisory Institute, Inc., 
make a detailed and comprehensive study on the business 
outlook for the year to come. Believing their findings to 
be of interest to all investors, I have asked them to sum- 
marize their conclusions for the readers of Forses 
Magazine. 

On balance, the next six months are likely to see fur- 
ther business decline, although at a moderate rate, in 
inventories, consumer spending and capital expendi- 
tures. Residential construction, however, will no longer 
be a drag and, in fact, is likely to turn up. On the more 
positive side, increased government spending and a con- 
tinuation of the recently improved export position 
should offer assurance that the decline in aggregate 
economic activity will be moderate. 

Despite a continuation of the rise in final demand for 
goods and services, the aggregate economy is currently 
tilted downward. And, as was the case in each of the 
three previous postwar recessions, a shift in the level oi 
inventory spending is again the major culprit. Such a 
shift has caused third-quarter Gross National Product 
to slide $1.5 billion under the previous quarter’s record 
peak of $505 billion. Excluding last year’s steel strike- 
affected third quarter, this represents the first decline in 
GNP since the recession of 1957. 

Actually, a weakening of the expansion phase of the 
business cycle was in evidence long before the current 
GNP decline, as may be illustrated simply by the fact 
that the total Federal Reserve Board Index of Industrial 
Production reached its 


back in the demand for inventory. As the expansion in 
final demand began to slacken, however, this offset was 
partially removed, and the output index was pushed down 
to 107 by October. 

On a seasonally adjusted basis, total business inven- 
tories rose at an extremely rapid rate in the first quarte: 
of 1960, and then at a somewhat slower pace until they 
reached a record high of $93.5 billion by the end of June 
Since then they have declined in every month, dropping 
$100 million each in July and August, $200 million in 
September and $400 million in October. This slowdown in 
inventory spending, though, has by no means been uni- 
form. In fact, almost all of the drop from the June peak 
has been centered in manufacturing, with the more 
volatile durable goods segment bearing the major brunt. 
And an even more interesting phenomenon is that inven- 
tories of finished goods are still at a record high, whik 
those of purchased materials have been declining steadily 
since May, after having reached a peak as early as 
January. 

The diverse movements among the various inventory 
components have been mirrored to a great extent by cor- 
respondingly divergent movements among the various 
sectors of the economy. Thus, while the current total FRB 
Index of Industrial Production is 3.6%, under its January 
1960 peak, durable goods output is down 8.1°,. The output 
of non-durable goods, though, actually rose an additional 
2.7°. before it dropped to its present level—which, by 
the way, is exactly where it was in January 1960. More- 
over, the output of finished products is down less than 


1% while at the same 





peak back in Janu- 
ary. From February 
through July, the In- a FP 
dex remained within 
a narrow 109-110 range 
as continued strength \ 


in many individual 
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enabled gains in final 
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demand to offset a cut- 1906 1956 





MANUFACTURING TRENDS time the 


output ol 
materials (mainly steel! 
and other products 
for metal-consuming 
industries) is down 
6.4%. Such crosscur- 
rented activity is an- 
other reason why over- 
all business managed 





to stay at relatively 
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high levels throughout the year, despite weakness in a 
number of key areas. 

In assessing the probable business outlook for the first 
half of 1961, it would be helpful to consider the prospects 
for some of the areas that have recently exhibited 
weakness. 

INVENTORIES. In view of the still record level of finished 
goods in the hands of manufacturers, the likelihood is 
that business inventories will continue to drop through 
the first quarter,of 1961. However, there are reasons 
to anticipate that the worst part of the adjustment will 
soon be completed. One reason is that users’ stocks of 
steel and other materials are already believed to be near 
“rock bottom” levels; another that total inventory to sales 
ratios are well below those of the 1957 peak. 

ConsuMER SpENDING. Reflecting a continued slowdown 
in the expansion of installment debt and consumer hesi- 
tancy to spend increased disposable incomes, consumer 
spending in the third quarter registered its first drop 
since the initial period of 1958, declining a slight $700 
million from the previous quarter’s record peak of $329 
billion. 

As was true on most past occasions when total con- 
sumer outlays began to turn down, expenditures for dur- 
able goods were hardest hit—in this case dropping 4.1% 
from an all-time high. Outlays for non-durable goods, 
however, were only down one half of 1% and, with the 
obvious exception of the previous quarterly figure, are 
still at a record level. At the same time, spending for 
services continued its record of posting uninterrupted 
gains, this time advancing 1.5% to another new peak. In 
this regard, it may be noted that, whereas services ac- 
counted for 33% of total consumer spending in 1949, the 
share increased to 39% in 1959 and to 40.5% in the 1960 
quarter just ended. Continued strength in this sector 
should greatly moderate any further decline in spending 
for durable and non-durable goods. 

Another reason for believing that over-all consumer 
spending will not suffer any sharp contraction is the 
operation of the economy’s many built-in automatic 
stabilizers. In fact, despite a high degree of unemployment 
and consequent declining wage income, these stabilizers 
have permitted personal income to advance to a new high 
in each of the past eight months. With consumers now 
saving a relatively large share of this income, there cer- 
tainly does not appear to be any shortage of purchasing 
power. 

It is encouraging to note that some improvements in 
fourth-quarter consumer spending has, in fact, already 
appeared. Preliminary figures indicate that November 
retail sales held at last month’s level of $18.6 billion, a 3% 
gain over September’s $18-billion rate and the highest 


amount since June. Moreover, recent surveys of con- 


sumer buying intentions suggest that sales should con- 
tinue at high levels. 

Bustness PLAnt AND EQuIPMENT SPENDING. Recently 
released Commerce Department-SEC figures indicate 
that the upward phase of the current capital expenditures 
cycle has ended. Outlays dropped for the first time since 
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the third quarter of 1958 to an annual rate of $35.9 billion, 
or 1% under the 1960 top of $36.3 billion. Although fur- 
ther decline is now likely, at least through the first half 
of 1961, such decline is not expected to be as severe as 
that experienced during the 1957-58 recession. 

A comparison of the upward phase of the previous 
capital outlay cycle with the phase of the present cycle 
provides a major reason for expecting a mild business 
drop. That is, from the first quarter of 1955 to the third 
quarter of 1957, capital expenditures advanced by a hefty 
47%. This boom was then followed by the 22% decline that 
ended in the third quarter of 1958. From that low to the 
second-quarter top of 1960, however, capital outlays only 
rose 23°%—in fact, never even reaching the 1957 record 
peak. In view of the fact that cyclical downswings tend to 
be related to the magnitude of the previous upmove, a 
decline of no more than 10% is now likely. Lending en- 
couragement to this view is the recent McGraw-Hill 
survey which shows that business currently plans a year- 
to-year cutback of only 3%. 

RESIDENTIAL ConstrucTION. After rising from February 
1958 to April 1959, housing starts have been declining 
steadily. For 1960 as a whole, the Commerce Department 
now estimates that total private starts will amount to 
1.25 million units, 19.59% under the 1959 record total of 
1.55 million units. Although indications of a basic weaken- 
ing in demand (e.g., the vacancy rate is now at a post- 
war high) make a new near-term housing boom unlikely, 
the recent ease in the supply of mortgage credit does sug- 
gest that the long decline is now about over. For the 
coming year total starts are tentatively estimated at 1.30 
million units. 

New Orpver Inpex. Another factor which strengthens 
our view that the current business decline will prove to 
be mild is the recent performance of the Investors Ad- 
visory Institute’s barometric New Order Index. Based on 
the relationship between manufacturers’ new orders, 
sales and inventories, this index has an admirable record 
of tending to anticipate cyclical changes in the FRB Index 
of Production. 

By means of smoothing the often-erratic monthly data 
with moving averages, we find that October marked the 
third successive time in which manufacturers’ shipments 
declined at a more rapid rate than new orders, and the 
second successive time in which inventories declined at 
a more rapid rate than new orders. Should these trends 
continue, the eventual results would be an increase in 
order backlogs and a drawing-down of inventories to the 
point where they must be increased to support an ex- 
pected rise in future sales, a combination which would 
induce a turn-up in the rate of industrial production. 

The above factors have caused our bellwether New 
Order Index to rise for two successive months. What 
is perhaps most noteworthy is the fact that the more 
significant durable goods segment of the index is now at 
its highest point since December 1959. In fact, this latest 
turn of events may not only suggest that the current 
recession will not be severe but also that the bottom of 
the recession is not too far away. 
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ENGLISH DUAL CHIMES (¢ 2 1840. Swikes either Whittington or Westminster cl 


Tick-tock...tick-tock...the BOURBON that didn’t watch the clock...seven long years! 


Only a superior whiskey improves with age. Old Charter goes into the 
cask the finest whiskey obtainable. Long, quiet years later it emerges with 


all the subtle favor a bountiful nature can bestow upon a whiskey. 


Long the standard of excellence for bourbon drinkers, Old Charter’s 
superb quality and rare smooth flavor have actually converted 
many Scotch, Canadian and Bonded 


whiskey drinkers. Tiy it yourself and you'll see why. 


OLD CHARTER 


Cs Kentucky's Finest Straight BOURBON 
GERMAN FIRE CLOCK Circa 


1800. Tells time by amount of oil +4 2 Straight Bourbon Whiskey +7 Years Old 
burned in column. But / time , ‘ 96 Proof © Old Charte) Distillery Co. 


is measured, you will ore ays enjoy 


Old Charter’s supreme quality. Ds Louisville, Kentucky 





NO. 32 IN A SERIES 


OF THE LABORATORY 


SQ 


Advanced power conversion systems tor space vehicies utilizing energy of the 

sun or heat from a nuclear reactor are now being developed by Garrett’s AiResearch divisions. Under 
evaluation are dynamic and static systems which convert heat into a continuous electrical power supply 

for space flight missions of extended duration. Component and material developments for these systems 
are being advanced in the fields of liquid metals, heat transfer, nonmechanical and turboelectric energy 
conversion, turbomachinery, alternators, and controls — vital contributions by Garrett to the conquest of space. 


* Outstanding opportunities for qualified engineers 


THE CORO Cort Mo Rep 


AiResearch Manufacturing Divisions 


LOS ANGELES 45, CALIFORNIA® PHOENIX, ARIZONA 


OTHER DIVISIONS AND SUBSIDIARIES: AIRSUPPLY-AERO ENGINEERING © AIRESEARCH AVIATION SERVICE © GARRETT SUPPLY ¢ AIR CRUISERS 
AIRESEARCH INDUSTRIAL * GARRETT MANUFACTURING LIMITED ® MARWEDEL* GARRETT INTERNATIONAL S.A.¢ GARRETT (JAPAN) LIMITED 








STEEL 


THE FACTS OF LIFE 


Sooner or later harsh reality had to catch 
up with the steelmen, as it did last year. 
Their market is not growing. Nor, without 
price increases, is their basic earning power. 


You wit hear otherwise, but 1960 
was not really an abnormal year for 
the steel industry—it just seemed so. 
Consumption was normal—about 70 
million tons of finished steel, or 
roughly what it had averaged alli 
through the late 1950s. Steel prices 
were solid enough; nobody did any 
important distress selling last year. 
And given both, steel earnings were 
just about what they could have been 
expected to be. 

Then what was all the shouting 
about? Nothing more, really, than 
the passing of some strange illusions: 

e That steel is a growth industry. 
It isn’t; in tonnage terms, steel use 
has gotten nowhere in the last ten 
years. 

e That steel prices have to go up 
each year, as they had repeatedly done 
since World War II. Yet why should 
they, when supply covers demand 
with plenty to spare? 

e That steel users must restore their 
inventories from strike-depleted levels 
to a “normal” 16 to 18 million tons. 
Why so, if price rises are not on the 
way—and producers can be forced to 
do the stocking? 

e That steel production has to run 
close to capacity, or the economy is in 
a bad way. It doesn’t. Steelmen to 
the contrary, 1960 was not really a 
recession year. 

e That steel’s massive spending has 
produced healthy earning power. It 
hasn’t. Rising prices, rather than new 
efficiency, boosted steel earnings most 
in the late 1950s. Without higher 
prices, as last year proved, industry 
earnings have at best moved sideways. 


Hard Realities 


Brought up abruptly against these 
hard realities, steelmen seem in a state 
of shock. When the year began, the 
industry had expected—and said so 
quite loudily—to produce up to 135 
million tons of ingots in 1960. It ac- 
tually produced just short of 100 
million tons. “Somehow, while we 
weren't looking,” observed Republic 
Steel’s President Thomas F. Patton 
sadly, “the Soaring Sixties turned into 
the Sober Sixties.” 

Yet why they had ever expected 
anything better than they got, no 
steelman could really explain con- 
vincingly. “The fact is,” Jones & 
Laughlin’s Chairman Avery Adams 
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ultimately concluded, “that the steel 
industry has operated at 75% of ca- 
pacity since the turn of the century. 
Any rate much above 75% can be 
considered as abnormal, and any rate 
much below 75% can be construed 
as subnormal.” Yet by that standard, 
the industry’s average operating rate 
last year was a not quite “normal” 
67%. 

One thing that steelmen found it 
hard to face last year—perhaps it was 
the thing—was their inability to raise 
prices. They wanted to, no doubt 
about that. “As a matter of personal 
opinion,” said William A. Steele, presi- 
dent of tenth-ranking Wheeling Steel, 
“I believe the steel industry must 
raise prices.” 

But “must” and “can” last year 
proved to be two very different things. 
At long last the industry seemed to 
have reached the end of the road on 
price increases—the thing that had 
kept it moving through the 1950s. For 
the second time in 15 years, not a 
single producer raised a single basic 
price on a single major steel product. 
The first time, alas, came in 1959. 


Stern Test 


Thus 1960 posed a stern test of the 
steelmakers’ efficiency. From 92% 


in the first quarter, production fell to 
69% of capacity in the second, to 52% 
in the third and to just’ under 50% in 
the year’s final three months. By the 
third quarter, only| three of the ten 
largest producers—Armco, National, 
and U.S. Steel—were earning enough 
to cover their quarterly dividend 
Six others—Bethlehem, Inland, J&L, 
Republic, Wheeling and Youngstown 
—failed to do so by wide margins, but 
remained in the black. Kaiser, a high- 
ly leveraged outfit, ran heavily in the 
red. 

It was an instructive test of where 
the industry’s $10 billion in capital 
expenditures over the past decade had 
made its operations better, not just 
bigger. 

Avery Adams’ Jones & Laughlin is 
one such place. When the steel down- 
turn came last year, few places were 
harder hit than the Pittsburgh district 
where J&L, the fourth-largest steel- 
maker, has nearly three fourths of its 
ingot capacity. In the third quarter 
the mills in and around Pittsburgh, 
where more than one fifth of the 
industry’s total capacity is based, 
operated at a dismal 43°% of capacity 
Yet J&L itself ran at an impressive 
56%. 

That it could do so in the saturated 
Pittsburgh area demonstrated again 
Adams’ ability to hold onto, and even 
enlarge, his share of such highly com- 
petitive markets as automobile and 
container sheet and strip steels, which 
now make up 40% or more of his 
shipments. 

A decade ago J&L was running some 
of the most obsolete equipment in the 
industry (one of its rolling mills, in 





fact, was still steam-driven). Thus 
Adams rightly thinks his stockholders 
got their money’s worth out of the 
$683 million (or $87 per share) J&L 
has poured into new plant since 1950. 
“Under certain conditions,” he says, 
“J&L now has an earnings potential 
of $1 per share per month.” 

Such “conditions” include heavy 
shipments of stainless alloys, a field 
in which J&L has been flexing a mus- 
cle since 1954. Still Adams has met 
with them only once. That was in the 
second quarter of 1959, when he 
cashed in on frantic pre-strike in- 
ventory building to the tune of $3.34 
per share. Running at 56% in 1960's 
third quarter, Adams’ earnings were 
sheared off to 40c. 

Competitive as it demonstrably is 
in marketing, J&L still has a good way 
to go in operating efficiency. In the 
all-out first quarter, Adams brought 
down just 7% of sales to total net. 
No less than eight of the top ten com- 
panies did better than that (the lone 
exception: Youngstown, which netted 
6.5%). And as things got rougher, few 
steel companies were squeezed as hard 
as was J&L. In the third quarter, 
running at 56% of capacity, it netted 
just 2.1% on sales. Even Youngstown 
did better, operating at only 48%, 
earning 2.2%. 

So right now Adams is in the midst 
of a $234-million, three-year program 
designed “to reduce our most im- 
portant single cost,” namely, the cost 
to produce steel ingots. Biggest item: 
installation of two huge oxygen fur- 
naces at Cleveland (where 24% of his 
capacity is based) to replace eight 
open hearths built there in 1924. 


Off Balance 


Old, out-of-balance capacity is also 
the big problem at Wheeling Steel 
Corp., the industry’s tenth largest steel 
producer. President William A. Steele 
is the last big producer still pouring 
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Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
year. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 
NET PROFITS AS % OF SALES 
Latest 
1955 1959 12 months 


91% 7.1% 7A 


Company 


U.S. Steel 

Bethlehem 

Armco 

Republic 

National 

Jones & Laughlin 

Inland 

Youngstown Sheet 

Kaiser 

Wheeling 
def.—deficits. 











large amounts of steel made in Bes- 
semer converters, the basic design of 
which was set by England’s Sir Henry 
Bessemer a century ago. Nearly one 
fourth of its 2.4-million-ton capacity 
is Bessemer steel. Good enough for 
pipe, it is considered inferior to open- 
hearth steel for such quality demand- 
ing and more profitable products as 
cold-rolled sheets for automobiles. 
Wheeling can look fairly good when 
demand is high. In the first quarter, 
running at 93% of capacity, it netted 
7.2% on sales. Yet in the third quar- 
ter, at 49% of capacity, its pretax 
operating profits totaled just $190,000 
on sales of $50 million—or an after- 
tax profit margin of less than 0.2%. 
Wheeling’s Steele has. relatively 
small resources with which to meet 
his serious problems. Disliking debt, 
Wheeling is one of the few companies 
to have reduced its long-term debt 
in recent years, cutting it some 40% 
(to just $31 million) since 1950. ‘Al- 
though depreciation write-offs have 


doubled since 1950, they now total 
just $15 million or so a year. 


Unwanted Help 


Far less acutely squeezed as oper- 
ating rates fell last year was sixth- 
ranking Youngstown Sheet & Tube Co. 
Over the previous ten years, Youngs- 
town had spent over a half billion 
dollars on plant improvement. More 
than two thirds of it went into its 
Indiana Harbor Works in the Chicago 
area, which traditionally demands 
more steel than producers on the spot 
can supply. Thus, while Youngstown’s 
over-all ingot capacity has expanded 
65% since 1950, its capacity in Chicago 
has expanded 124%; it now comprises 
51% of the total (6.8 million tons). 
Thanks to growing strength there, 
flat-rolled steels now make up more 
than half of Youngstown’s | sales 
volume, and probably account for 
more than that of its profits. 

But for Youngstown the difference 
between a good year and a poor one 
is apt to be the 28% or so sales which 
normally come from tubes. Last year 
tube shipments were not strong. Thus 
while Youngstown set records in sales 
($195 million) and earnings ($3.70 per 
share) in 1960’s first quarter, fast 
sliding tube sales trimmed its total 
net profit margin to 6.5%, the lowest 
of the top ten. 

Like Wheeling, Youngstown is not 
overly fond of debt financing. But in 
October, Chairman James Mauthe and 
President Alfred S. Glossbrenner, 
journeyed to Wall Street and made 
Youngstown’s first public bond offer- 
ing in 20 years. Raising $60 mil- 
lion (at 4.5%) this way, Glossbrenner 
boosted his total long-term debt more 
than 50% to $175 million in one stroke. 

They have good use for the money. 
Last year Youngstown spent a record 
$100 million on capital improvements, 
nearly 25% more than it had ever 
spent before in a single year. Pre- 
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dictably, the bulk of it has gone into 
more flat-rolled facilities at Indiana 
Harbor. But Chairman Mauthe now 
seems to be wondering how long the 
Chicago area can continue to be a 
“steel-deficit” area. “That's a condi- 
tion,” says he wryly, but no less seri- 
ously, “our competitors are helping us 
to correct.” 


Hard Scramble 


Yet another steelman spending rec- 
ord sums on plant last year was 
Charles M. White, chairman of third- 
ranking Republic Steel. His outlays 
totaled an estimated $120 million, 
against $94 million in 1958 and 1959 
combined. Its purpose: cost-reduction 
schemes including iron ore concentra- 
tion plants in Minnesota, replace- 
ment of coke ovens in Youngstown 
and a new 134-inch plate mill at Gads- 
den, Ala. “Just as a huge building 
is built brick by brick,” observes 
White, “so may a profitable, efficient 
company be built by a vast number of 
little improvements.” 

There is room for a number of little 
improvements at Republic. True, 
White has something of a bargain as 
steel facilities go. His 12.7-million-ton 
capacity represents a gross plant in- 
vestment of just $89.40 per ton, a 
whopping 28% below the top ten 
average. Yet year in and year out, 
Republic extrudes a lower than aver- 
age net profit out of each ton of 
capacity—nearly 20% lower, for ex- 
ample, in the three years 1957 through 
1959. 

Accordingly, Republic now finds it 
must scramble all the harder. White 
is budgeting nearly $400 million 
through 1964 for capital improve- 
ments. To fund it, he too paid a visit 
to Wall Street last year to borrow 
$125 million in long-term debt, to set 
up a $75-million term loan and to 
arrange a separate $75-million line of 
credit. With the bond issue, White 
more than doubled his long-term debt 
(to $218 million). 


Working the Levers 


Only the year before, in 1959, Armco 
Steel had borrowed $75 million and 
National $80 million through bond 
issues. With Republic and Youngs- 
town on top of that, a new pattern 
now suggested itself for steelmen to 
brood about—the possibility that, de- 
spite the industry’s innate conserva- 
tism, more and more steel companies 
may be forced to raise their debt ratios 
to cover their heavy capital needs. 
Already highly leveraged by wide 
swings in the industry’s operating 
rates, this could make steel earnings 
even more highly leveraged. 

Kaiser Steel last year showed what 
that could lead to. To get from no- 
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where in 1944 to ninth in the indus- 
try today (ingot capacity: 2.9 million 
tons), old Henry J. and son Edgar 
Kaiser had run their long-term debt 
to some $225 million by 1960, giving 
the company a debt ratio of 56%, 
highest in the industry. 

Kaiser has, moreover, an unusually 
large amount of preferred stock out- 
standing, much of it held by Kaiser 
Industries, which also holds 80% of 
the common. Thus, Kaiser Steel is 
far and away the most highly lever- 
aged steel company going 

The risks inherent in so much debt 


TESTING TIDES 


The ebbing tide of steel operations 
last year provided a good test of 
each producer's mettle. Some 
maintained margins ‘well, some 
could not. From crest to low point, 
here is how they fared. 


























were strikingly plain. When operat- 
ing rates fell last year, President Jack 


Ashby, the day-to-day top man, 
simply couldn’t generate enough oper- 
ating profit to cover his huge fixed 
charges (interest and amortization 
payments each average more than $1 
million per month) and still have 
something left over for common stock- 
holders. Running his furnaces at 44% 
in the third quarter, he reported a 
loss of $5.8 million on sales of $46 
million. 

When the business is there, Kaiser 


Steel is something else again—namely, 
the only integrated steel works on 
the West Coast and perhaps the most 
efficient producer in the entire in- 
dustry. In 1960's first quarter, Ashby 
produced a net of $6.7 million on $67 
million in sales, a gleaming 10.3% 
return. In the same three months, 
U.S. Steel, the company to beat in 
such things, brought down 9.5% of 
sales to net. 

Time, of course, is helping to make 
the Kaiser risk smaller by cutting 
down the size of the leverage. “As 
the debt gets paid off,” says Treasurer 
Atwood Austin, “down goes our 
break-even point.” 


Very Average 


Compared with the Kaisers’ bold- 
ness, any other company might well 
seem sedately cautious. But few 
seemed so parochial as Bethlehem 
Steel. As befits the nation’s second 
largest steelmaker, Chairman Arthur 
B. Homer had spent big money—a cool 
$1.2 billion—in the past ten years to 
expand his capacity (up 53% to 23 
million tons) and to keep his facilities 
competitive. But he has spent the 
money on the things, and in the places, 
he knows best. A full one third of his 
finishing capacity is in such cyclical 
products as plates and structurals, 
just as in 1950. Most of Bethlehem’s 
facilities remain in the highly com- 
petitive East—more than one third of 
it alone at Sparrows Point (Md.), the 
largest steel plant in the world. 

In one respect, Homer has not done 
badly under the circumstances. Last 
year he managed to operate his plants 
at a few points higher ratio than the 
industry average. Yet even when de- 
mand is strong, Bethlehem’s profits 
are merely average, despite the ad- 
vantages of its bigness. When demand 
slacks off, Bethlehem is clearly less 
profitable than the average integrated 
producer. Homer fully expected his 
earnings to cover the $2.40 he paid 
out in dividends last year. But that 
would make 1960 the fourth worst 
profit year for Bethlehem since World 
War II. 


Homebody 


Strictly speaking, Chicago-based 
Inland Steel is no less parochial than 
Bethlehem. All of Chairman Joseph 
Block’s capacity of 6.5 million tons 
stand at his Indiana Harbor Works 
on Lake Michigan. 

The big difference is the strength of 
the Chicago market which Block cul- 
tivates so intensively. Thanks to its 
vigor, Inland operated at 64% in the 
later part of 1960, an impressive ten 
points better than the industry aver- 
age. Thus Block has far more reason 
to sit in his own backyard than does 
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Homer. He showed nine-month earn- 
ings of $2.17 last year, second highest 
for the period in company history. 

Staying competitive in his own 
backyard figures to be neither cheap 
nor easy for Block in the future. Im- 
ports of foreign steel into Chicago, 
chiefly ‘from Belgium, have quad- 
rupled over the past three years to an 
estimated 200,000 tons—roughly the 
equivalent of 3° of Inland’s ingot 
capacity. It seems only a matter of 
time, moreover, as the plans of 
Youngstown and others indicate, be- 
fore the Chicago area’s long-standing 
steel deficit is sharply reduced. 

For such reasons, Joe Block is pour- 
ing money in all along the line from 
ore reserves to finish facilities at the 
rate of $70 million a year. This on 
top of some $550 million spent since 
1950. This big drive for efficiency has 
its cause in the difficulty Block fore- 
sees in protecting profit margins by 
raising prices. “We'll be damned if 
we do and damned if we don’t,” says 
he, “if our costs keep going up.” 


Ahead of the Pack 


Thus wherever one looks, the steel 
industry these days seems like noth- 
ing so much as a pack of long-distance 
runners—some running strong, others 
gasping for breath, but all pouring on 
the steam as though their lives de- 
pended on it. Not surprisingly, the 
companies which appeared to take the 
rigors of 1960 in easiest stride were 
the ones doing some of the fastest 
sprinting. U.S. Steel, for example, re- 
ported: a 6.7% profit margin in the 
third quarter of 1960 though operating 
at a dismal 48% of capacity. This was 
almost twice as’ fat a margin as the 
top ten could show on average, op- 
erating at 56%. 
yet in 1960 alone, after spending 
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ARMCO’S WELDED PIPE: 


from the strongest runners, some of the fastest sprinting 


$3.4 billion in the preceding ten years, 
Chairman Roger Blough spent above 
$450 million on capital improvements, 
second-highest yearly sum in the cor- 
poration’s history. “If anyone really 
wants to make capital expenditure 
dollars go as far as possible,” he says, 
“now is the time to do it. Prices for 
new equipment are very competitive, 
and with our reduced operating rates, 
there’s less interference with produc- 
tion when we install equipment to re- 
place obsolete machines or to expand 
capacity.” 

Blough, as it happens, is doing 
precious little expanding. In fact, over 
the past ten years his ingot capacity 
has grown just 34% to 42 million tons, 
the lowest percentage growth in the 
industry. But Blough is pouring 
money into improvements—and re- 
search. Last year he scored a clean 
scoop on the industry with the intro- 
duction of a new lightweight tinplate 
(marketed as “Ferrolite”) for can- 
makers to help preserve this crucial 
market against lately worrisome in- 
roads by aluminum. 


Free Spenders 


Second only to U.S. Steel in pre- 
serving profit margins last year was 
Armco Steel. This, despite the fact 
that demand for oil country pipe, a 
key market since the acquisition of 
National Supply in 1957, was down 
sharply. But President Logan T. 
Johnston, too, thought the time was 
right to step up spending, poured some 
$70 million into plant improvement, 
twice the amount he spent the year 
before. 

Pittsburgh-based National Steel 
Corp., close behind Armco in pre- 
serving profits last year, is also in 
the midst of a $300-million spending 
program. Chairman George H. 
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Humphrey is spending some 80°; of 
it to make National, the fifth-largest 
steelmaker in the nation, a major 
factor in the Chicago area for tinplate, 
galvanized sheet and other flat-rolled 
steels. It was perhaps this project 
more than any other that Youngs- 
town’s Mauthe had in mind when he 
made his wry remark about the 
Chicago area’s steel deficit—“a condi- 
tion our competitors are helping us to 
correct.” 


Pep Talks 


As steel moved further into the 
decade, there was a remarkable lack 
of the bubbling confidence that usu- 
ally has accompanied its big spending. 
There was, to be sure, no lack of 
general pep talk. “Lack of confidence 
in the basic fiber of our economic 
strength,” lectured Roger Blough 
sternly, “is by far the most negative 
indicator on the business scene and, 
in my judgment, perhaps the least 
justified.” 

But when steelmen got down to 
specifics, they tended to talk less about 
building markets than the loss of 
markets to imported steels, less about 
expanding capacity than about the in- 
roads of aluminum, less about price 
increases than about cost 
and of the necessity of getting more 
efficient. 

True, as Blough put it some weeks 
ago, “even an old blue serge suit 
has its bright side.” But with steel 
executives like Wheeling’s Steele and 
Youngstown’s Glossbrenner predicting 
operating rates well below 70% for 
the industry as a whole in 1961, it was 
hard to find. Just as Tom Patton of 
Republic says, the Soaring Sixties 
look more like the Sober Sixties. 


increases 


FORBES, JANUARY 1, 1961 








RAILROADS 





NEW MEDICINE, OLD DISEASE 


Diesel savings and wartime profits pulled the 


railroads through the Fifties. 


Last year the 


industry reluctantly began swallowing the lat- 
est wonder drug: mergers. But the chronic dis- 
ease, loss of traffic, remained largely untreated. 


NINETEEN HUNDRED SIXTY will be re- 
membered as the year when—to para- 
phrase a famous politician—the U.S. 
railroads were dragged kicking and 
screaming into the mid-20th century. 
They were dragged by the painful 
arithmetic of their obvious financial 
plight. 

For years the railroads had gone 
on doing business in the traditional 
ways. Modern salesmanship was be- 
neath most of their dignities. Merg- 
ers to eliminate uneconomic duplica- 
tion were just something to talk about. 
Instead of using profits in good years 
to cut debt, most railroad manage- 
ments drugged stockholders with fat 
dividends—payouts which often could 
not be kept up in even moderate re- 
cessions. 

Year by year the nation’s rail- 
roads were getting sicker (see chart, 
p. 27). Through the Fifties, how- 
ever, most still had accumulated fat 
to live on. This was fortunate or 
unfortunate depending on the point of 
view: without it the industry might 
have faced the facts sooner. Tax-pro- 
tected profits from the war years had 
put most carriers in a strong financial 
position. Tax deferrals in the mid- 
Fifties made their profits look better 
than they actually were. Dieselization 
and other forms of technological prog- 
ress cut costs (in 1959 the nation’s 
Class I railroads handled three quar- 
ters the carloadings of 1948 with just 
60°. of the labor force). But still, 


for all these transfusions, the in- 
dustry was weakening financially. 
Even with the benefit of repeated 
rate increases, few roads could im- 
prove their revenues (see perform- 
ance figures, p. 26). 

Then last year the bottom fell out. 

With little left to trim in the way 
of operating costs, with customers still 
drifting away to trucks, barges and 
airlines, the railroads’ borrowed time 
had about run out. Everything began 
to go wrong. Business activity, which 
began hopefully enough, turned 
sharply down. By the time 1960 was 
over, total carloadings had fallen be- 
low 1959’s 31 million to the lowest 
figure since before World War II. 

On their net investment of some- 
thing like $27.5 billion, the Class I 
roads earned barely $500 million—a 
return of just 18%. A disproportion- 
ate share of this accrued to a handful 
of such well-run roads as the Norfolk 
& Western, Southern Pacific, the 
Southern and the Chesapeake & Ohio. 
Many other roads earned exactly 
nothing. The Pennsylvania actually 
sank into the red. The Baltimore & 
Ohio barely avoided it. The New 
York Central earned less than 1% on 
its stockholders’ equity. 

There was little left to cushion the 
blow. Working capital balances were 
in many cases nearing the danger 
point. The New York Central, for 
example, had seen its working capi- 
tal drop from $69 million in 1955 to 








just over $18 million. The Baltimore 
& Ohio’s was down from $35 million 
to $16.4 million. Meanwhile, debt ma- 
turities, largely cleared away during 
the war years, had become a prob- 
lem again. The Pennsylvania alone 
had $41 million in debt due over the 
next 12 months. 

Financial disaster, perhaps even 
bankruptcy, loomed down the tracks 
for a good portion of the U.S.’ 220,000 
miles of railroad. 


Clutching at Straws 


Fortunately for stockholders—and 
for the U.S. economy—the Interstate 
Commerce Commission came to the 
rescue by agreeing to large-scale 
mergers. To the industry’s credit, 
most managements grasped at the 
straw. For generations, elimination 
of duplicating facilities through merg- 
er had been blocked as much by man- 
agement resistance as by ICC policy. 
The so-called “Willard’s Law” (after 
the B&O’s late, great Daniel Willard) 
remained operative: i.e., “No manage- 
ment will willingly merge itself out 
of a job.” Mergers were consigned to 
“study” committees. Everyone agreed 
in principle but little was done. 

But, since the presidency of a bank- 
rupt railroad is not especially desir- 
able, many managements hastily 
changed their attitude last year. First 
to make a major merger—and first to 
profit thereby—was President Stuart 
Saunders of the Norfolk & Western. 

Like all other major roads, N&W 
was hurt by the 1960 traffic slow- 
down: its revenues through Septem- 
ber were off 1%. But as a result of 
its late-1959 merger with the Virgin- 
ian, Saunders had been able to trim 
costs sharply. With the combined 
labor force down some 3,000, N&W 
was able to absorb the July 1 indus- 
try-wide wage increase and still boost 
its earnings for the full year some 


3% (to perhaps $8.35 a share). 

Far from resting at the throttle, 
however, Saunders continued to press 
his merger advantage. First off, he 
made an offer for the 2,170-mile New 
York, Chicago & St. Louis (Nickel 
Plate). The Nickel Plate promised 
to be quite a catch. President Felix 
Hales’ well-run road has an operating 
ratio which is one of the most efficient 
in the industry, 71.7%. 

Late, in the year Saunders made a 
deal with N&W’s biggest stockholder, 
the ailing Pennsylvania, to buy its 
Sandusky line and to lease the Wab- 
ash (with an option to buy). Saunders 
was well on his way to building the 
Norfolk & Western from ninth-rank- 
ing in the industry to sixth. Proof 
positive that even in a so-called sick 
industry good management can pro- 
duce profitable results. 

Admittedly, the N&W had a good 
deal working for it in the way of low- 
cost operations and favorable reve- 
nue trends. But because Saunders 
has made the most of his advantages, 
the N&W’s performance figures are 
second to none in the industry. Last 
year, too, he showed he was not going 
to fall behind in the merger race. 

For all of the N&W’s merger prog- 
ress, Willard’s Law was still at least 
partly operative in the industry. Near 


year’s end President Donald Russell's 
Southern Pacific made an offer to get 
control of the strategic Western Pa- 
cific “bridge line,” which could give 
Southern Pacific some important op- 
erating savings on its East-West runs. 
SoPac quietly bought 10% of Western 
Pacific’s stock in the open market. 
Then Russell announced he would 
seek ICC permission to buy the rest 
or merge through a share-for-share 
exchange. 

Western Pacific’s management re- 
acted indignantly to this threat to its 
prestige and jobs. Miffed because they 
had not been consulted on the move, 
Western Pacific’s directors opposed 
the merger. President Ernest Marsh 
of the rival Atchison, Topeka & Santa 
Fe, seeing an opening, quickly 
snapped up another 20° of WestPac’s 
stock, then offered a somewhat better 
exchange of stock for the rest. Marsh 
also took the trouble to soothe the out- 
raged feelings of Western Pacific 
President Frederick Whitman. But 
with Russell unwilling to concede de- 
feat, SoPac seemed to face a costly 
fight for control, with little likelihood 
of winning WestPac stockholder con- 
sent. 

This apparent misfire spoiled what 
otherwise would have been a fine 
year for SoPac. For though Russell, 


like other railroadmen, found his 
revenues shrinking, he also found 
ways to trim his costs to match. A 
switch to lower-cost fuel saved some 
$2 million a year. A 3,500-man cut 
in the work force, made possible by 
years of high capital outlays, lopped 
off another $7 million. Result: South- 
ern Pacific was one of only three ma- 
jor railroads (the others: Norfolk & 
Western, Atlantic Coast Line) to trim 
its operating ratio in 1960 (see table, 
p. 28). 

The year also produced another 
variation on Willard’s Law. It could 
be phrased thusly: “If you have to 
merge, make sure that the other fel- 
low loses out, not you.” Fights for 
control, inspired by merger moves, 
began to pop up all over the railroad 
map. In the East the C&O and New 
York Central traded daily broadsides 
over control of the Baltimore & Ohio. 
On the surface, the B&O hardly 
seemed worth fighting about: its net 
income was unlikely to top $4 mil- 
lion, lowest since red-ink 1939 and 
not enough to cover its common divi- 
dend. And, warned B&O President 
Howard Simpson: “Things currently 
don’t look much better for 1961.” But 
such is the geography of Eastern rail- 
way competition that neither the C&O 
nor the Central could feel secure 
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THE HEART 
OF THE MATTER 


At the heart of railroad financial 
problems is a declining trattic trend. 
The nation’s industrial output has 
expanded more than 40% over the 
past decade, but railroad carload- 
ings have actually declined. 





Industrial Production 








FRB index of Industrial Production (1957 = 100} 











if the other married the B&O. 

At year’s end, C&O’s aggressive 
Walter Tuohy was the apparent win- 
ner, claiming 53% of B&O’s voting 
stock. Still necessary to control or 
merge, however, was ICC approval 
—and the Justice Department was 
showing marked interest in the whole 
proceeding. 

In Dixie another squabble, this one 
over control of the rich and strategic 
Louisville & Nashville, pitted South- 
ern Railway’s able President Harry 
DeButts against [Illinois Central’s 
Wayne Johnston. 

The proposed merger of Atiantic 
Coast Line and Seaboard Air Line 
seemed to DeButts to point a knife 
straight at Southern’s jugular vein. 
Particularly so since ACL currently 
owns 31% and working control of 
Louisville & Nashville—and through 
it points a long finger westward into 
the heart of Southern’s territory. 

So when the ACL-SAL merger was 
agreed upon, DeButts moved fast. He 
immediately petitioned the ICC to 
force ACL to transfer control of L&N 
to Southern as a precondition of merg- 
er. Declared DeButts grimly: “This 
merger would enable a single sys- 
tem to dominate the entire Southeast.” 
DeButts strengthened his own com- 
petitive position by snapping up the 
Frisco Road’s controlling interest in 
Central of Georgia. But it was the 
L&N he really wanted. 

So, however, did Wayne Johnston 
of the Illinois Central. Johnston peti- 
tioned the ICC to let his road control 
L&N. The outcome was in doubt at 
year’s end. Johnston meanwhile had 
turned his attention toward the barge 
competition which has been steadily 
cutting into Illinois Central’s reve- 
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nues, which have grown only 6% 
since 1947-49. In partnership with 
SoPac’s Russell, Johnston proposed 
acquiring control of John IL Hay Co., 
a leading barge line. The move drew 
anguished protest from truckers and 
barge men, but, perhaps significantly, 
no immediate adverse response from 
the ICC. 

Johnston was moving in another 
direction as well. Like many another 
railwayman who finds his rail earn- 
ings constantly decreasing, Johnston 
was busy trying to unfreeze some of 
the frozen assets in his balance sheets. 
There was even a chance of a big 
capital gain as Johnston tried hard to 
sell off the “air rights” above IC’s 
Chicago properties (and found his 
way temporarily barred by a tax- 
payer’s suit challenging his right to 
do so). 

Farther east, both New York Cen- 
tral and Pennsy were looking, at 
times, more like realtors than rail- 
roaders. Central’s sales of surplus 
property continued to pour some $9 
million a year into its coffers. Pennsy’s 
downtown Penn Center project, on 
the site of an old station, continued to 
find new buyers (the latest: IBM) 
who have already paid Pennsy $9 
million (net) for their sites. 


Debt & Deficits 


Alarmed at the prospects of de- 
clining revenues and weakened bal- 
ance sheets, railroadmen were also 
paying renewed attention to debt re- 
duction. Buying in their near-term 
maturities with every available dol- 
lar, the N.Y. Central and Pennsy each 
lopped more than $1 million off their 
near-crushing burdens of fixed 
charges, which for each still exceeds 
$40 million a year. 

In such a bad year as 1960, interest 
charges of that magnitude make the 
difference between red ink and black 
for many roads. For example, the 
Pennsy earned about $27.5 million in 
dividends and other outside income. 
It also made an operating profit of 
about $12 million. But fixed charges 
swallowed it all. Result: red ink. 

Two other roads who found their 
fixed charges too heavy to bear easily 
last year were L&N and Milwaukee. 
With equipment rentals from its big, 
well-maintained car fleet down from 
$15 million in 1957 to some $5 million 
last year, L&N found $12 million in 
interest on $294 million of debt 
(44.7% of its total capitalization) a 
heavy burden. L&N’s directors had to 
slash their annual dividend from $5 
to $4. 

President Bill Quinn’s Milwau- 
kee is a marginal road which has 
shown decent earnings only because 
of the ICC’s ruling that deferred taxes 
must be included in reported net. Last 


year the deferrals virtually ran out. 

That, combined with the usual fall- 
ing revenue and the necessity of 
maintaining a long, thinly trafficked 
route, proved too much for Milwau- 
kee. Despite Quinn’s valiant efforts to 
attract industry to the road’s right-of- 
way, Milwaukee seemed sure to fall 
into the red for the first time since 
1947, sped along by $11.8 million in 
interest charges. Under the circum- 
stances, directors’ insistence on main- 
taining the $1.50 common dividend 
(which had been declared in ad- 
vance) seemed more a brave show 
than a sign of basic strength. 


Free Spenders 


In the West last year, most rail- 
roads were far better situated to take 
the blows of economic adversity. 
Which explained, in part, why the 
Santa Fe, Union Pacific and Northern 
Pacific were spending money as if 
nothing at all were wrong. At the 
Atchison, Topeka & Santa Fe, for ex- 
ample, President Ernest Marsh sched- 
uled a whopping $100 million in capi- 
tal outlays for improvements, went 
right ahead with them despite the 
poor year. Never one to stint on 
maintenance, either, Marsh refused 
to trim that item to fit his shrunken 
revenues. Result: Santa Fe’s nine- 
month operating ratio was 79%, high- 
est in many years; its earnings seemed 
unlikely to top $2.20 a share, lowest 
since 1949. 

Much the same story held true on 
the Union Pacific: higher mainte- 
nance outlays, lower net. President 
Ernest Stoddard and his associates did 
find one thing to cheer about in 1960, 
however. Through hard work and 
free spending, they reversed the long 
slide in UP’s oil & gas revenues, which 
had hit their peak in 1953. Result: UP 
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came close to matching 1959’s $2.71 a 
share. 

The result of President Robert Mac- 
farlane’s free spending on the North- 
ern Pacific was a nine-month oper- 
ating ratio of 85.2%, highest among 
Forses’ 18 rails and well above Nip- 
per’s 79% norm. Macfarlane knew 
what he was about, however. With 
his large “other income” account 
(principally oil, gas and timber) still 
expanding, he felt justified in main- 
taining his road in top shape against 
anticipated traffic pickups in 1961. 
For last year, however, the end re- 
sult was the first year-to-year decline 
in net earnings since 1954—albeit a 
relatively modest one, to perhaps $3.25 
a share. 

In the West and Northwest, as in 
the East and South, 1960 was a year of 
merger progress. After talking merger 
off and on since 1920 (and continu- 
ously since 1956), the Nipper and 
Great Northern finally found a for- 
mula to balance Nipper’s rich non- 
rail assets against GN’s greater oper- 
ating efficiency. The resulting merger 
proposal, which would also embrace 
the Burlington Road, would create 
the U.S.’ longest road (over 27,000 
track miles) and one of the most 
profitable. 

A continent away, an oddly similar 
merger was dusted off for a new look 
with oddly similar results. One partner 
was the Atlantic Coast Line, possessed 
of a rich “other income” account 
(land, cattle and dividends from the 
L&N). The other was the parallel 
Seaboard Air Line, whose operating 
ratio normally runs some five points 
below Coast Line’s (see table). With 
the merged road presumably using 
Seaboard’s somewhat more efficient 
routes and consolidating their dupli- 
cate facilities, the savings from mer- 
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ger were estimated at almost $40 
million (pret x). 

One of the problems the Coast Line- 
Seaboard will have to face, like many 
other roads, is the Coast Line’s stag- 
gering passenger deficit. In 1959 
Coast Line’s passenger loss neatly 
swallowed up almost half its freight- 
hauling profits. Among the other 17 
leaders, that percentage ranged from 
bearable (e.g., N&W’s 12%, C&O’s 
17%) to crushing (New York Cen- 
tral’s 51.2%, Pennsy’s 55.7%, Milwau- 
kee’s 59.6%). Even efficient Union 
Pacific showed a shocking $42.8 mil- 
lion passenger loss in 1959, the largest 
in dollar terms. 

Despite the magnitude of those fig- 
ures, railmen found cause for modest 
cheer in the passenger picture last 
year. Some state and municipal gov- 
ernments became alarmed by the 
threat that railroads would abandon 
passenger service altogether. In New 
Jersey, for example, seven roads 
(Pennsy among them) began to col- 
lect a state subsidy of $6 million a 
year to keep their commuter services 
unimpaired. It was an encouraging, 
if belated, admission of municipal 
responsibility. i 

Of course, New York Central’s 
President Alfred Perlman and Penn- 
sy’s Chairman James Symes were still 
sorely beset by passenger losses. Their 
very solvency was threatened. Perl- 
man, by his own estimate, lopped 
$5 million off Central’s $25 million 
1959 passenger deficit. “But,” added 
he quickly, “it’s obvious we can’t con- 
tinue to trim our losses at that rate.” 
Symes probably cut his losses to be- 
low $35 million (vs. $37.7 million in 
1959). But at that rate his passengers 
were costing him almost as much to 
carry as his $660 million in funded 
debt. 


can the lost traffic be recaptured? 





OPERATING EFFICIENCY 


Surprisingly, the nation's railroads have 
done an impressive job over the past dec- 
ade in controlling their operating costs, as 
expressed in their operating ratios, i.e., op- 
erating costs as a percentage of revenues. 
Hardly a major road failed to trim its op- 
erating ratio between 1947-49 and 1959. 
Explanation: dieselization and labor-saving 
equipment. Not costs but a falling revenue 
curve, then, accounts for the industry's cur- 
rent plight. 


9 Mos. 1947-49 
1960 Average 
59.7% 70.0% 
70.8 76.8 
72.0 70.7 
73.6 75.5 
75.3 76.6 
79.0 74.0 
78.0 80.1 
76.8 77.1 
79.1 75.4 
77.8 76.6 
82.1 76.2 
82.0 82.6 
85.2 79.7 
80.4 86.4 
82.7 82.5 
82.9 85.6 
82.8 82.6 
34.3 85.8 


1959 
61.6% 
67.6 
71.1 
73.4 
74.5 
75.3 
75.7 
76.1 
77.4 
78.2 
78.4 
79.6 
79.9 
80.7 
81.2 
82.0 
82.2 
83.7 


Norfolk & Westera 
Southern 

Nickel Plate 

Union Pacific 
Chesapeake & Ohio 
Senta Fe 

Seaboard Air Line 
Missouri Pacific 
Great Northern 
Southern Pacific 
Iinois Central 
Louis. & Nashville 
Northern Pacific 
Atiantic Coast Line 
Baltimore & Ohio 
Pennsylvania 
Milwaukee 

New York Central 
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Thus for all the feverish activity 
on the nation’s hard-pressed rail- 
roads, one thing was crystal clear at 
year’s end: mergers, debt reduction 
and passenger abandonments were, at 
best, stopgap measures. They might, 
as wartime profits before them had 
done, buy time for the railroads. (It 
has been estimated that mergers now 
in the negotiation stages would save 
some $500 million a year, about equal 
to the total earnings of all Class I 
roads last year.) 

But the essential problem would re- 
main: declining traffic. Loss of traffic 
in the 1950-59 decade more than 
wiped out the advantages of all the 
efficiencies and economies of the post- 
war era and drained away most of the 
industry’s war-hoarded profits. 

If mergers, therefore, are used as 
medicine to treat sympcoms rather 
than the basic disease, it will be of 
scant benefit to the railroads and their 
long-suffering stockholders. Symp- 
tom therapy didn’t work before. It 
won't now. 

Recovery of lost traffic is the only 
possible cure. That demands aggressive 
use of such modern methods as piggy- 
backing (which continued to show dra- 
matic gains in 1960), containerized 
freight, joint rail and nonrail transport 
and unaccustomedly smart salesman- 
ship. The new few years will tell 
whether the industry is capable of 
using the benefits of merger wisely 
or will simply fritter them away. 
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COMMUNICATIONS 





PROFITABLE VERBOSITY 


W ordiness—cor porate, private and government 
—may have become something of a national 
affliction, but it was a blessing for the bur- 


geoning communications industry last 


“THE Most wonderful thing of all,” 
O. Henry once wrote, “are words.” 
He might have had second thoughts 
could he have foreseen the torrent of 
verbosity that assailed the American 
people last year. From 70 million 
telephones last year, TV _ stations, 
across at least thousands of miles of 
telegraph and cable lines and still 
other miles of private and semi-pri- 
vate lines, the torrent came. It sup- 
ported a giant business. The six lead- 
ing companies in the field commanded 
$25 billion in capital, employed over 
1 million workers and reported to 
more than 2 million stockholders. 

And whatever their individual dif- 
ferences, all these companies had built 
their businesses around a single phe- 
nomenon: the human word, in direct 
or coded form, transmitted across dis- 
tances of varying lengths. 

Communications had, it is true, 
come a long way from the early days 
of Alexander Graham Bell and 
Guglielmo Marconi. The once-utili- 
tarian telephone now came in an as- 
sortment of boudoir colors. The same 
familiar telephone wires now carried 
electrical impulses running both cal- 
culators and missiles. Telephone lines 
were carrying TV programs and busi- 
ness data, acting as night watchmen 
in factories. 

All over the communications field 
the old lines of demarcation were 
breaking down. AT&T was carrying 





OPERATORS MANNING LONG-DISTANCE SWITCHBOARDS: 
it took $25 billion in capital 
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year. 


TV shows on its lines, and ABC- 
Paramount was holding a 25% inter- 
est in a microwave company, a field 
once virtually restricted to AT&T. 
General Telephone & Electronics and 
AT&T were pushing hard into the 
transmission of business data, once 
tapped largely only by Western Union. 

But striking out in a new field of 
communications is one thing and 
making a profit at it quite another. 
The capital required is enormous. 
Chemicals and paper, for example, 
normally thought of as capital inten- 
sive industries, require roughly $1 of 
capital to support $1 of sales. In tele- 
phone communications, by way of 
contrast, it takes $2.50 in capital to 
support $1 of revenue. 

Quite obviously, however, the game 
was worth the risk. General and 
AT&T were both moving fast to ex- 
pand in data transmission, a potential 
$500 million a year market previously 
the nearly exclusive domain of West- 
ern Union. “We have a strong feel- 
ing,” says AT&T President Frederick 
Kappel, “that in a few years’ time 
data communication will actually ex- 
ceed, in sheer volume, the communi- 
cation of speech.” 

Kappel, too, was spending heavily 
in more familiar directions. AT&T 
was laying more and more underseas 
cable to step up its foreign business, 
and by year’s end had installed direct 
long-distance dialing for 30-million 
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subscribers. (AT&T's really fat earn- 
ings come from its control of long- 
distance telephone service.) 

But how well was AT&T using the 
enormous amounts of capital it had 
been investing? The answer: increas- 
ingly well. Last year AT&T very 
nearly caught up with General in its 
return on capital. General over the 
past five years has earned an average 
return of 9.6 cents on each $1 of its 
book value, just above AT&T's 8.5c. 
In 1960, though, AT&T very nearly 
caught up, raising its own return to 
10.3c while General pushed ahead 
to 10.4c. Explanation: AT&T's cost- 
cutting was beginning to pay off, but 
General was hit by a dip in the 
profit margins of some of the miscel- 
laneous manufacturing operations it 
has picked up in recent years (among 
them: cameras, TV sets). 

General’s Chairman Donald C. 
Power had reason to be thankful that 
telephones were still his main line of 
business. Even in 1960, when a reces- 
sion was hitting many an industry, 
telephone revenues held up strongly 
In the first nine months of 1960, for 
example, Kappel had little trouble in 
raising AT&T’s earnings by 8.6% to 
$666.5 million, and General, though its 
rate of profitability declined, actually 
pushed total earnings ahead by 2.1° 
to $53 million, or 76c a share. 


“The Business Indicator’ 


Western Union’s President Walter 
Marshall must have found himself 
wishing that he had a few telephones 
working for him. Marshall has man- 
aged to move WU a long way from 
the old days, when a uniformed mes- 
senger boy was its main symbol, 
into the electronic world of today. 
He has done so by persuading busi- 
nesses to transmit increasingly larger 


to keep the flow of words moving along 
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loads of business data over WU’s tele- 
graph lines. To expand that service 
Marshall also has introduced such 
new devices as Desk-Fax, Intra-Fax 
and Ticket-Fax, all machines basically 
designed to expand that service. 

Marshall’s customers are mostly 
businessmen—and their business was 
down. So, naturally, WU did little 
growing. In the first nine months 
of 1960, Western Union’s revenues 
slipped by less than 1%. But costs 
were way up, with the result that 
profits plummeted by 38.6% to $8 mil- 
lion ($1.25 a share). Laments Walter 
Marshall: “We’re a very sensitive in- 
dex of business. We feel a downturn 
or an upturn about 60 days before 
the rest of the economy.” 


Can IT&T Come Back? 


One of the most ambitious tasks in 
the communications business was that 
to which Harold Geneen has set him- 
self. Geneen’s job is to take the 
sprawling empire of $932.6-million 
(assets) International Telephone & 
Telgraph and make it as profitable as 
it is big. He has, moreover, set him- 
self a high goal for the years ahead. 
“I would expect over the next five 
years,” says he, “at least a doubling 
of our volume and a greater improve- 
ment in our earnings.” 

If nothing else, Geneen last year 
got an impressive start toward that 
goal. He unplugged production bot- 
tlenecks at IT&T’s telephone equip- 
ment plant, straightened out its elec- 
tronics subsidiary and set out to re- 
place the company’s low-profit gov- 
ernment research work with higher- 
paying production contracts. Geneen’s 
biggest hope: IT&T’s manufacturing 
plants in 24 foreign countries. “We 
think we can do a lot with those 
plants,” said Geneen. 

Whether those plants eventually 
could increase IT&T’s low return on 
capital of 7.5% still remained to be 
seen. But at the very least Geneen 
already had made a good start on his 
ambitious goal. In the first nine 

_months of the year, IT&T raised its 
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nine-month earnings by 12.8% (to 
$21.1 million, or $1.36 a share) on a 
6.5% increase in sales (to $580.1 mil- 
lion). 


Where Cash Is King 


Prize for the best return on capital 
in the communications business, how- 
ever, goes to none of the telephone 
giants. It goes, for reasons that are 
basic to the business, to an enter- 
tainment broadcaster. Unlike tele- 
phones, telegraph lines or even manu- 
facturing plants, TV is largely a cash 
business. The inventories of Colum- 
bia Broadcasting and ABC-Para- 
mount, for example, consist primarily 
of a few shelves of canned shows, and 
receivables amount to virtually noth- 
ing. Plant? CBS supports an annual 
volume of $444 million with just $127 
million invested in plant and equip- 
ment. Blessed with such favorable 
economies, CBS has no trouble show- 
ing the highest return on capital of 
any major company in communica- 
tions: 18.1% in 1960. 

But last year things were not going 
as well as those figures indicated for 


Columbia’s Chairman William Paley 
and President Frank Stanton. Hard- 
pressed to find ways to keep CBS 
growing, they have been moving the 
company more deeply into electronics. 
Near year’s end they planned to spend 
$5 million to expand their electronics 
division, which makes receiving, 
transmitting, TV and special purpose 
tubes along with TV sets. But it is no 
secret that CBS’ past ventures into 
manufacturing were something less 
than successful, and the industry was 
by no means certain that Paley had 
yet found the key that would keep 
CBS moving ahead. 

In 1960’s first nine months, CBS 
raised its earnings by 12.9% to $17.5 
million, or $1.85 a share. But the de- 
velopments in TV broadcasting, CBS’ 
essential business, were none too good; 
RCA’s National Broadcasting Co. sub- 
sidiary was giving CBS a hard fight in 
viewer ratings, and ABC-TV was 
moving up fast from its former third- 
place position in the business. 

Where CBS was going into elec- 
tronics, ABC’s President Leonard 
Goldenson was selling off ABC’s old 
theaters and using the money to bring 
more affiliates into the rapidly bur- 
geoning ABC network. 

Goldenson’s goal: higher time 
charges. In 1960, stations added to the 
network were already beginning to 
bring higher rates on ABC’s books. 
In the first nine months of the year 
alone, ABC raised its earnings by a 
rousing 44.2%, to $7.5 million or $1.80 
a_ share. 

Admittedly, the comparison was 
against ABC’s threadbare years, and 
Leonard Goldenson had yet to prove 
that the network could continue 
climbing. 

In TV broadcasting, where almost 
anything can happen, this particular 
cat could jump either way. But as 
1960 ended, TV men were looking 
forward to an exciting 1961. For if 
TV is an industry where you can get 
ahead on a relative shoestring, it is 
also an industry where shoestrings 
can—and frequently do—break. 


HOW WELL HAVE THEY DONE? 
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FOOD & 


HORN OF PLENTY 


SOAP 





The cornucopia of profits was still brimming 
over last year for the makers of food and soap. 
But supermarket chains were having a harder 
time getting their share of the housewife’s dollar. 


“We're helped by vital statistics,” 
declared Borden’s President Harold 
W. Comfort. “In August and Septem- 
ber,” the big dairyman explained, 
“the number of births was at a rec- 
ord high. And every new birth means 
a new customer for our business.” 

The same expectation was heartily 
echoed last year by the nation’s 
biggest food and soap _ producers. 
Everything seemed to be going their 
way. The population continued its 
explosive advance toward the 200- 
million mark. A record $329 billion 
was available for consumer spending. 
Americans might be wary of buying 
new cars, dishwashers, refrigerators 
or TV sets, but they showed no sign 
in 1960 of diminishing appetites. 

It was the producers, however, and 
not the distributors of foodstuffs who 
were the prime beneficiaries. In a 
year which saw consumers tightening 
their grip on their pocketbooks and 
spending less on durable goods, there 
was no letup in consumer demand for 
all the edible trimmings of the good 
life. Newly acquired appetites for 
fancier food products were in evi- 
dence on all sides. Americans wanted 
convenience, and they were willing 
to pay for it. Yesterday’s luxuries 
had become today’s habits, and those 
producers who had a stnsitive palate 
for changes in public taste reaped a 
rich harvest. 


Health & Welfare 


“The consumer has been increas- 
ingly rejecting poor quality products,” 
adjudged Campbell Soup’s President 
William B. Murphy, on the eve of 
adding Pepperidge Farm’s choice 
bakery products to his bill of fare. 
At big soap and food producer Proc- 
ter & Gamble, Chairman Neil Mc- 
Elroy remarked the same _ trend. 
“We've made exceptional progress 
with Duncan Hines’ cake mixes,” said 
he. “They have become the biggest 
selling line in the field.” Together 
with Crisco shortening, they put the 
huge but versatile soap company, 
whose varied food lines account for 
one fifth of sales, in a prominent spot 
on housewives’ kitchen shelves. 

Meanwhile Chairman William T. 
Brady, of Corn Products Co., the 
world’s largest corn refiner, was 
bearing witness to a significant par- 
allel trend. “Food companies,” he 
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noted, “are responding to increasing 
demand by consumers for better 
nutritional values.” Brady had no in- 
tention of missing the boat. To Corn 
Products’ already overflowing cornu- 
copia, he added a new diet-minded 
Mazola margarine, giving that trust- 
worthy, old-fashioned brand name a 
fresh personality. Made of unsatu- 
rated corn oil, the new margarine is, 
Brady proudly claims, just what the 
heart doctors ordered to banish the 
ravages of cholesterol. 


More Nutritious 


This emerging mass-epicureanism 
and quickened health-consciousness 
made an unbeatable combination for 
the diversified food processors last 
year. Campbell Soup, which already 
enjoyed a healthy 6.9% profit margin, 
boosted it slightly. General Foods 
(Maxwell House coffee, Birds Eye 
frozen foods), which netted 5.7° on 
the sales dollar and Corn Products, 
with a 5.4% margin, also improved. 

This general advance, however, has 
passed the big dairy companies by. 
Although its sales rose to an all-time 
high of $1.7 billion in the latest 
reported 12 months,. National Dairy 
Products’ margin sank below 3%. 
Chairman Edward E. Stewart as- 
cribed the decline to higher costs and 
a coolish summer, which had lowered 
sales of ice cream and other seasonal 
lines. Borden, whose profit margin 
has remained almost static at 2.7% 
for the past five years, while sales 
have increased over 16%, told a simi- 
lar tale of climatic adversity. 


Fewer Bananas 


But theirs was a minor problem 
compared with the sad fix United 
Fruit (est. 1960 sales: $300 million) 
was in. The once-prosperous banana 
company was in the middle of an 
agonizing reappraisal caused by a suc- 
cession of disasters that would make 
the heart of any company president 
sick. Both sales and earnings had 
been in steady decline since 1956, 
reaching rock bottom in the third 
quarter of 1960, when United Fruit 
went $2.6 million into the red. 

President Thomas E. Sunderland, 
who was brought in to turn the tide 
in October 1959, has little success to 
report so far. “We couldn’t import 
sufficient bananas last year,” said he, 


“because of the Panama disease.” 

Sunderland has been hopeful that 
diversification might give United 
Fruit a new lease on life. But to date 
his solitary move in that direction 
has been a comparatively minor foray 
into the specialty food market: pur- 
chase of Liana, Inc., which freeze- 
dries shrimp and chicken. At best, 
Liana’s contribution could only be 
chicken feed for a company of United 
Fruit’s dimensions. 


Widening Gap 


Americans were not only eating 
more in 1960, but they were also 
enthusiastically scrubbing up with 
more soap and detergents than ever 
before. To keep themselves and their 
homes spic and span, they bought an 
estimated $1.1 billion of these prod- 
ucts. By far the largest single share 
of the business naturally went to 
giant P&G, whose net profit margin 
swelled to a healthy 6.8%, up from 
6% in 1959. Not a small contributor 
to the gain were P&G’s substantial 
food interests, which it seems to be 
vigorously expanding. 

Across the marketing street, Col- 
gate-Palmolive, the second-biggest 
company in the soap-dentifrice field, 
was heading in just the opposite direc- 
tion. Never a match for P&G’s prof- 
itability, Colgate-Palmolive’s profit 
margin slipped farther, dropping from 
4.4% to 3.9%. Especially bad news 
for Colgate was the American Dental 
Association’s endorsement of P&G’s 
Crest dentifrice, the first time that 
conservative body has put its im- 
primatur on a commerical product. 
About 20% of Colgate’s domestic rev- 
enues derive from sales of toothpaste. 
That put additional pressure to re- 
vive Colgate’s drooping margins on 
its new President George H. Lesch, 
a long-time top executive in its for- 
eign operations, which account for 
more than 50% of Colgate’s sales and 
64% of its profits. 

Insofar as Colgate and P&G are 
competitors, the widening gap in 
profit margins does not augur well 
for Colgate’s ability to grab its share 
of expanding markets. 


Wide, Wide World 


The year accelerated still another 
trend among the food and soap pro- 
ducers—the steady shift to more em- 
phasis on foreign investment. “Our 
investment abroad is increasing,” re- 
ports Corn Products’ Brady. “Rising 
living standards offer a market for 
products once made only in America. 
In 1960 overseas business accounted 
for over 30% of sales and more than 
one third of our earnings.” Undis- 
mayed by a $5-million deficit in for- 
eign operations the previous year, 
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FOOD PROCESSORS 
National Dairy 5.9% 
General Foods 5.7 
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Safeway 55 14.6 
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American Stores : 8.2 
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SOAP 
Procter & Gamble 9.6 13.5 9.9 14.7 
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Borden’s President Comfort will have 
$30 million invested in foreign sub- 
sidiaries during fiscal 1961 (which 
began last Aug. 1). Campbell Soup 
and General Foods, too, were actively 
engaged in expansion overseas, and 
the latter began production in Can- 
ada, Mexico, Brazil and France. 


Diminishing Returns 


While most of the food and soap 
processors could claim a bumper year, 
there were signs aplenty that prob- 
lems were mounting for the great 
supermarket chains that retail their 
products. Sales, it is true, continued 
to soar—up 5% to $34 billion. Store 
aisles were jammed with shopping 
carts, and long lines of customers 
fretted impatiently at the checkout 
counters. 

But when it came to showing prof- 
its, the big supermarket chains had 
a different story to tell in 1960. Their 
always tiny net profit margins (only 
Safeway’s has run as high as 1.5% 
in the past five years) were steadily 
slipping. The declines were fractional 
to be sure, but ominous. For in the 
food business small fractions can 
make all the difference. At Great 
Atlantic & Pacific Tea Co., which in 
spite of its vast size has long been a 
sluggish performer in earnings, net 
margins dropped from 1.06%, to 1.03°, 
in the last fiscal year. 

Other retailers were feeling the 
same pressure. They were also reach- 
ing what appeared to be a point of 
diminished returns in spotting big 
new supermarkets in good trading 
areas. “Expansion is slowing down,” 


admits Harley V. McNamara, the one- 
time grocery clerk who is now presi- 
dent of the Middle West’s National 
Tea Co., until recently one of the 
fastest-growing chains in the busi- 
ness. “In future it looks as though 
we will be looking for bigger returns 
on investment rather than increasing 
volume of sales.” Ralph D. Brown, 
vice president of Safeway, the sec- 
ond-biggest food chain, struck much 


'Ofey-) Olesen ued! 


Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
year. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 


NET PROFITS AS % OF SALES 
Latest 
1959 12months 


Company 
FOOD PROCESSORS 
National Dairy 3.2% 3.1% 3.0% 
General Foods : ’ 5.7 
Corn Products : : 5.4 
United Fruit ; i NA 
Borden Co. : A 2.8 
Campbell Soup , f 7.7 
SUPERMARKET CHAINS 
Great A&P : : 1.0 
Safeway ‘ : 1.4 
Kroger : . 1.3 
American Stores P ; 1.2 
National Tea ‘ ; 1.0 
Grand Union j 1.2 
SOAP 
Procter & Gamble 3B : 6.8 


Colgate-Palmolive 3.9 
NA—Not available 
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the same note: “Competition is in- 
creasing all the time.” 


Changing Pattern 


There was a visible effort last year 
to shift retail chain merchandising to 
meet changing marketing pressures. 
Some of them came from the cus- 
tomers themselves. Observed Presi- 
dent Paul J. Cupp of American 
Stores, which covers the Middle 
Atlantic states from Philadelphia 
headquarters: “Patterns of consumer 
spending are changing.” He cited the 
growth of big discount stores with 
built-in food departments and the 
success of the small bantam-type op- 
eration which stays open late. 

Reacting to such developments, 
Grand Union’s President Thomas C. 
Butler has carried the war into the 
enemy camp by adding five Grand- 
way discount centers to his chain. 
Often installed under the same roof 
as his grocery market, they are aimed 
at snagging the customer’s business 
in higher-margined, non-food items. 

Thus, after a rambunctious decade 
in which they had managed to boost 
their share of the grocery business 
from 40% to 70°, the supermarkets’ 
growth was clearly slowing down. The 
trend to bigger (and hence more effi- 
cient) stores had reached the point 
of diminishing returns. Hardly a 
local trading area remained where re- 
tailers were not already competing 
fiercely among themselves. 

From here on out, as National Tea’s 
McNamara remarked, the emphasis 
will be shifting from concern for vol- 
ume to attention to margins 
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CHEMICALS 


THE MOURNING WAS PREMATURE 


A lot of crepe was hung last year over the alleged 
decline of profitability in chemicals. Yet the simple 
fact was that really successful chemists continued to 
produce profits few other industries could match. 


Ir HAS become something of a fashion 
on Wall Street to speak of the chemi- 
cal industry as “maturing.” Not that 
anyone seriously expects the U.S.’ 
fourth-largest industry to stop grow- 
ing. But financial men are openly 
questioning whether the industry’s 
sales and profits curves are going to 
continue climbing at a faster rate than 
those of the economy at large. 

As one ominous sign last year the 
pessimists could point to the profit 
squeeze in chemicals. Since 1956 
chemical industry dollar sales have 
risen some 20% to an estimated $27 
billion last year. But actual physical 
production climbed some 25%. In 
other words, chemical industry prices 
have been falling. 

This was not because of a decline 
in demand. Rather it was traceable 
to capacity coming in faster than de- 
mand could take up the slack. For 
example: in both acrylonitrilene and 
sulfuric acid, two important chemi- 
cals, potential production far exceeds 
demand. “Overcapacity is driving 
down prices,” sighed President Leland 
Doan of Dow Chemical. 

As an entirely predictable result, 
the net return on investment earned 
by major chemical companies has 
been dropping (see performance fig- 
ures, p. 34). In 1956 the 16 top com- 
panies earned an average 13.4% re- 
turn on stockholders’ equity. Last 
year the return was only a shade over 
12%. Alarmed, investors began to de- 


sert chemical stocks. Standard & 
Poor’s 12 chemicals dropped some 
28% from their 1959 highs last year, 
while the S&P 425 industrials were 
down only about 15%. 


Relative vs. Absolute 


But a closer look at the figures sug- 
gested that perhaps it was a bit early 
to mourn for the chemical business. 
“When you reach the tail of a cycle,” 
said du Pont Treasurer R. Russell Pip- 
pin, “people immediately jump to the 
conclusion that the industry has ma- 
tured. Well, it hasn't.” The simple 
fact was that chemical profitability 
had fallen no more than that of the 
rest of U.S. industry (see chart, page 
34). According to estimates based 
on government figures, all U.S. in- 
dustry earned a return of about 9.1% 
last year as against 12.3% in 1956. 
Chemicals were keeping their rela- 
tive lead of three or so percentage 
points even though there had been a 
decline in absolute profitability. Thus, 
when chided for going into chemicals 
in a big way at a time when profits 
were weakening, W.R. Grace’s Presi- 
dent J. Peter Grace had a very good 
answer last year: “Chemicals,” said 
he, “are still good business and a hell 
of a lot better than anything else you 
could get into.” 

So the figures showed. But even 
so, not everyone was making big 
money at chemistry. Three of the 
Big Four companies (du Pont, Union 


Carbide and Dow) certainly were. 
So were the smaller Hercules Powder 
and Minnesota Mining & Manufactur- 
ing. 

But to make the top profits, it was 
clearer than ever last year that a 
chemical company had to have what 
these five had: a dominant position 
in at least one important line of 
chemicals. 

Hercules Powder was a good ex- 
ample of the importance of being top 
dog in at least one field. In booming 
polypropylene, a new plastic used to 
make heavy-duty rope and seat 
covers, Chairman Albert E. Forster's 
Hercules was easily the industry 
leader. What’s more, the high lever- 
age inherent in a continuous process 
industry was working for Hercules 
rather than against it in this field. 

Minnesota Mining & Manufacturing 
had a similar position of strength in 
pressure-sensitive tapes. Du Pont, 
though its profitability has been 
shrinking, remained well ahead in 
nylon and other textile fibers. Union 
Carbide was supreme in metallurgi- 
cal alloys. Dow was the master in 
turning out low-cost, brine-based 
chemicals 

By the same token, companies 
which depended on a broad line of 
conventional chemicals, or were sec- 
ond or third in a field, rarely did as 
well as these leaders. The lower re- 
turns on equity earned last year by 
such giants as Allied Chemical, Mon- 
santo and American Cyanamid were 
proof of this. Allied, for all its heavy 
capital spending, has yet to develop 
market mastery in a single major 
high-margined field. Its profit mar- 
gins and return on equity last year 
were the smallest of any in the Big 
Four. 

The profits, in other words, were 
there—but not just for the asking. 





Such veteran companies as Allied, 
Olin-Mathieson and American Cyan- 
amid were all below par on both profit 
margins and return on equity. Such 
relative newcomers to chemicals as 
Koppers and W.R. Grace were still 
having major problems. 


Problem: Staying Ahead 


market dominance is 
no sinecure. Inevitably, competition 
follows. That is what happened to 
du Pont in nylon. Du Pont now com- 
petes with such rivals as Monsanto’s 
Chemstrand subsidiary and Allied 
Chemical’s similar Caprolan. “A 
chemical company,” says du Pont 
Treasurer Pippin, “should always be 
pulling off the dregs at the bottom of 
the barrel and putting in fresh stuff 
at the top.” 

One that failed to do so 
paid a rather heavy price last year 
That was Rayonier. Rayonier long 
earned some of the highest profit 
margins in all U.S. industry supplying 
pulp to 


Yet even 


company 


rayonmakers from its vast 
reserves of low-cost soft wood. But 
the rayon industry declined. Lulled 
by its comfortable profitability, Ray- 
onier neglected to build substitute 
markets or substitute products. Re- 
sult: when the market for rayon vir- 
tually collapsed last year, Rayonier, 
for all its valuable assets, was badly 
burned. Its profit margin dropped 
to 8.7c on the sales dollar as against 
as high as 16c in the early Fifties. At 
year’s end President Russell F. Erick- 
son was frankly, if somewhat belat- 
edly, looking around for new markets 
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for his pulps. One possibility open to 
him: paper. 

Shrewd management, on the other 
hand, uses any period of market su- 
premacy as a strategic advantage. This 
was precisely what President Craw- 
ford Greenewalt of du Pont did with 
his synthetic fibers, nylon, Dacron and 
Orlon. By last year patents for the 
three processes had expired, and the 
competition was roughening up on all 
three fronts. Nylon fiber and cord 
prices and some Dacron prices were 
sharply cut. Yet, by virtue of his 
dominant position in synthetic fibers, 
Greenewalt was hurt less than most 
of his competitors, still produced one 


of the best net profit margins in the 
business, a handsome 12.7¢c on the 
dollar. 

Add to this du Pont’s ascendant 
position in seven out of the 12 major 
areas of chemicals, and Greenewalt 
could still marshal an impressive rec- 
ord. So, on a smaller scale, could 
Chairman Forster of Hercules Powder. 
Hercules’ annual capacity of some 30 
million pounds of polypropylene, 
about 75° of the total market, was 
going full blast, night and day. Rival 
polypropylene producers AviSun and 
Humble Oil were beset with produc- 
tion bugs, high product development 
expenditures and heavy start-up costs. 


Hercules’ Coup 


Hercules, on the other hand, being 
first, ironed out most of its problems 
the previous year, worked its Parlin 
(N.J.) plant at optimum capacity 
throughout 1960. Free from the crip- 
pling burdens of start-up costs, Her- 
cules managed to make good profits 
from both polypropylene and_ the 
high-density polyethylene made at the 
same plant. But Forster wasn't stop- 
ping there: last year he started to 
more than triple production with the 
construction of a 100-million-pound 
polypropylene resin plant. 

Hercules was setting a fast pace. 
Its compounded cash flow and earn- 
ings per share have risen 
fast as du Pont’s since 1955. 
year, for the first time, Hercules 
Powder’s net return on investment 
of 17.8°7 was ahead of du Pont’s. 

Last year Union Carbide’s net re- 
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du Pont 
Union Carbide 10.7 13.0 
Dow 10.7 : 13.0 
Allied Chemical 6.4 . 2.8 
Mensante* 14.8 11.3 
American Cyanamid 8.0 10.7 
SPECIALISTS 
Minnesota Mining 16.8 
Celanese 12.5 15.3 
American Viscose; 1.9 3.7 10.0 
Air Reduction 10.3 13.0 15.9 
Hercules Powder 8.6 10.7 9.9 
Rayenier 8.3 9.6 2.8 
ECLECTICS ‘ 
Olin Mathieson 7.0 46 declined 7.1 
W. R. Grace 2.7 6.8 declined 3.0 
Feed Mach. & Chemical 8.0 10.1 9.0 7.0 19.1 11.7 77.2 5.8 14.6 
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turn looked even better than Her- 
cules’ or du Pont’s. While du Pont 
earned 16.1%, Carbide chalked up 
16.9%. This took some doing. Chair- 
man Morse Dial was hard hit last 
year by steel’s low operating rate and 
poor buying from brass and copper 
fabricators, which sharply curtailed 
Carbide’s ferro-alloy and oxygen 
sales. 

But even with this against it, Car- 
bide managed to hold its own. The 
principal reason: Union Carbide holds 
the No. One spot in petrochemicals. 
Not only had Dial been “first” in 
large-scale petrochemical production, 
he had used this strategic advantage 
and built up Carbide as the petro- 
chemical producer. 

Carbide’s role in polyethylene is a 
good example. Polyethylene prices 
fell to the point where such new- 
comers as Koppers and W.R. Grace 
found it hard to make any money. 
But Union Carbide, probably one of 
the most economical producers of the 
plastic, managed to do all right. At 
the nine-month mark, Carbide had 
managed to hold its sales unchanged 
from the previous year, though earn- 
ings fell 7.5%. But considering con- 
ditions in the chemical industry last 
year, this was a modest enough 
decline. 


3M’s Strategy 


Although not strictly speaking a 
chemical company, St. Paul, Minn.’s 
famous Triple M illustrated the same 
point: that there is no substitute for 
a commanding position in the market. 
No one has shown better product 
and market strategy than President 
Herbert P. Buetow and his top staff, 
whose corporate acumen has ex- 
ploited each and every advantage to 
the utmost. 

What du Pont did with synthetic 
fibers, Triple M has achieved with 
pressure-sensitive tapes. Most of 
Buetow’s patents on pressure tapes 
expired, but his high profitability 
didn’t. Still dominating some 80% of 
his market, Triple M breezed through 
the general cost-price squeeze affect- 
ing the economy, chalked up the 
highest net return on equity in its 
history, 26.6%. 

Something of an exception to the 
rule that you must be first is Presi- 
dent Leland Doan’s Dow Chemical. 
Dow does not have the same dominant 
position in profitable markets. 

But, for its part, Dow has been 
slowly but deftly adjusting to the 
changing chemical situation. Doan’s 
goal: to produce less in the way of 
raw materials for others, more fin- 
ished and _ semi-finished products. 
“Until a few years ago,” says Doan, 
“we were selling our heavy chemi- 


FORBES, JANUARY 1, 1961 


cals in big gobs to a few people. But 
these big basic chemical plants re- 
quire very heavy capital investment. 
In terms of ratio of profits to money 
invested, we’ve found out that there 
is more money to be made in prod- 
ucts which go almost directly to the 
consumer.” Already producing such 
consumer products as Zefran, a syn- 
thetic fiber, Dowgard anti-freeze 
and polyethylene-made Handi-Wrap, 
Doan last year added a new one: 
ethical drugs. For roughly $45 mil- 
lion he bought Allied Laboratories. 
For proof of the soundness of his 
current policy, Doan had to go no 
further than Minnesota Mining & 


BEHIND NARROWING 
CHEMICAL PROFITS 


Chemicals’ production gains contin- 
ved to outstrip the U.S. industrial 
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Manufacturing. To turn out some 
$800 million in sales, Dow had in- 
vested more than $1.1 million in plant 
and equipment. Herbert P. Buetow’s 
Triple M was turning out $500 million 
worth of goods with a gross plant in- 
vestment of only $240 million. 

Still, Dow’s heavy commitment in 
brick & mortar has not been with- 
out its benefits: depreciation deduc- 
tions have helped produce a cash 
flow to investment ratio (see per- 
formance figures, p. 34) second only 
to Union Carbide’s. But it held Dow’s 
reported profits to a return of just 
14% last year, well below that of 
several big rivals. 


Late in the Game 


Even so, Dow’s profits were consid- 
erably better than Allied’s. Allied 
Chemical’s problems have been tough 
ones. It suffers from too much 
production in low-margined heavy 
chemicals. But unlike Dow, Allied 
was slow to seize the opportunities 
to expand into more profitable mar- 
kets. Chairman (since 1958) Kerby H 
Fisk has been trying. Now, of course, 
it is rather late in the game. Explains 
Allied Financial Vice President Frank 
L. Linton: “It’s very difficult to find a 
profitable investment these days.” 

It wasn’t always thus in chemi- 
cals. “Twenty to 30 years ago,” says 
Charles H. Sommer, president of 
Monsanto, “you could just name the 
product in chemicals, put your money 
into it and get a good return.” That 
this is no longer so is evident in 
Monsanto’s profit margins and its re- 
turn on equity. Both have been sub- 
standard among the big chemical 
producers. 

One problem has been that Mon- 
santo, like Allied, has been a jack of 
many chemical trades, the master of 
few. One of Monsanto’s biggest moves 
during the year was to acquire the 
other 50% interest in its affiliate, 
Chemstrand Corp. But Chemstrand is 
no longer the sure bargain it was a 
few years ago; nylon, its big money- 
maker, is facing increasing competi- 
tion and reduced prices, especially in 
the tire yarn field. 

American Cyanamid, another chem- 
ical company without a dominant 
market position, has long been get- 
ting a shot-in-the-arm from its 
Lederle Laboratories division. Le- 
derle’s drug profits have long bol- 
stered Cyanamid’s sub-par chemical 
earnings. But last year antibiotic 
prices tumbled, and Cyanamid’s Pres- 
ident Wilbur G. Malcolm was still 
plagued with heavy start-up costs on 
synthetic fiber production. 

Not for the first time either. Over 
the past two years Cyanamid’s acry- 
lic fiber venture cost some 60c a share, 
or about $13 million in start-up costs 
and production headaches. Meantime, 
with the prices of several synthetic 
fibers on the decline, profit margins 
in this kind of business have gone 
down, as even du Pont can testify. 


A Successful Ne. Two 


Being No. Two is not always fatal 
to profits. But it is certainly a handi- 
cap. Take John A. Hill’s Air Reduction 
Co. As the second largest maker of 
industrial gases, Air Reduction has 
long played second fiddle to Car- 
bide’s Linde division. 

Hill has nevertheless done an im- 
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pressive job. He judiciously moved 
Air Reduction away from depend- 
ence on the cyclical steel industry, 
diversified his markets for industrial 
gases and expanded into the making 
of special chemicals used in the fast- 
growing plastics industry. 

Result: while most chemical profits 
were in a decline, at the nine-month 
mark Air Reduction had increased 
net earnings last year some 2.3% on 
a sales rise of 3%. But not even Hill’s 
hard work could make up for Airco’s 
secondary position. With a 11.3% re- 
turn on equity, it was still somewhat 
below par for the industry. 

Or consider the case of San Jose, 
Calif.’s Food Machinery & Chemical 
Corp. It has done well in spite 
of handicaps. Food Machinery is not 
first in any major chemical field. 
Roughly half FDM’s volume is in 
agricultural machinery and related 
defense items (e.g., personnel carriers 
and ground equipment for missiles). 
The other half is in chemicals. But 
both the machinery and defense busi- 
ness have been rough the past few 
years, and agricultural chemicals, in 
which FDM specializes, have had a 
good deal of oversupply. 

For all this, Food Machinery has 
turned in a very creditable record: 
an 11.7% return on_ stockholders’ 
money last year; relatively steady 
profit margins in spite of the cost 
squeeze; a steady, if fairly gradual, 
growth in sales. 

Chairman Paul Davies’ one-word 
formula was: specialization. Anything 
to do with the production and grow- 
ing of food is likely to fall into Food 
Machinery’s_ bailiwick. Relatively 
small in terms of the chemical indus- 
try, FDM is nevertheless one of the 
nation’s largest corporations concerned 
with agriculture. 


What Attracts Outsiders 


Given the competitive and techno- 
logical problems involved, why do so 
many outside companies get into 
chemicals? J. Peter Grace, president 
of W. R. Grace & Co., is a good man 
to ask. Grace had to find some way to 
save the ailing shipping and South 
American export-import business he 
inherited. Attracted by the high mar- 
gins in chemicals, he took the plunge 
in 1952, has since poured $285 mil- 
lion into plants for making am- 
monia, synthetic rubber and polyethy- 
lene, as well as a number of other 
products. 

Admittedly, Grace was not making 
the kind of profits du Pont or Hercu- 
les were. But, argued Grace: “If we 
didn’t have the chemical business 
we'd be dead.” Grace’s Grace Line was 
deep in the red. Nor was the export- 
import business exactly thriving. Thus 
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Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
year. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 
NET PROFITS AS % OF SALES 
1955 
INTEGRATED MAJORS 
Du Pont 15.8% 14.1% 12.7% 
Union Carbide WS 1.2 103 
Dow Chemical 10.6 10.5 99 
Allied Chemical 8.3 7.0 6.8 
Monsanto 8.0 ‘ 7.2 
American Cyanomid 8.6 8.4 
SPECIALISTS 
Minnesota Mining 12.3 12.6 
Celanese 6.4 . 7.8 
American Viscose 95 . 4.1 
Air Reduction 7.8 ‘ 7.4 
Hercules Powder 8.4 ‘ 8.0 
Rayonier 11.2 , 8.7 
ECLECTICS 
Olin Mathieson 77 . 49 
W. R. Grace 44 . 2.7 
Food Machinery & Chem. 5.6 d 5.8 
Koppers Co. 3.7 A 2.6 


Latest 
1959 12 months 


Company 








isolating the company’s chemical op- 
erations, Grace estimates that he 
earns a net profit margin of some 5.5c 
on each sales dollar. This isn’t too far 
behind Monsanto’s 7.2c and Allied’s 
6.8c. A long way from Dow’s 9.9c 
and Carbide’s 10.3c? Yes, but still ob- 
viously a reasonably good return. 

Yet another relative outsider who 
chose chemicals was Fred C. Foy, 
president of Koppers Co. Koppers’ 
original line of business in wood pre- 
serving, tar products and plant en- 
gineering didn’t seem to have much 
growth in it anywhere. So Foy’s board 
voted for an expansion into poly- 
styrene and polyethylene, as well as 
several other chemicals. 

Starting late in the game has put 
Koppers in the unenviable position of 
trying to catch up with leaders who 
already had a strong position in the 
market. Hence Koppers’ expansion 
and diversification has not yet pro- 
duced all that Foy hopes eventually 
to get from them. 

Olin Mathieson took a quite differ- 
ent path than either Koppers or 
Grace. While Grace and Koppers 
were hustling to break into chemicals, 
Olin Mathieson diversified into alu- 
minum. It was not a complete de- 
parture for the company. It was 
already in metals as a leading fabri- 
cator of brass. Last year, however, 
President Stanley deJongh Osborne 
got little help from his metals busi- 
ness: his investment in the Ormet 
aluminum operation was not yet 


producing dividends. On top of that 
his industrial chemicals were having 
their troubles. Thus, last year sales 
held level, but net return on equity 
was down to 8.8%. 

It is true that there is no substitute 
for sizable domination of a thriving 
market. It is also true, as Olin Ma- 
thieson’s experience shows, that a 
company can go into too many things. 
But it rarely pays either to have 
practically all sales in just one basket 
—no matter how good the market 
might seem. Rayonier is an all-too- 
real example. This same lesson was 
learned by President Harold Blancke’s 
Celanese Corp. of America. In the 
early Fifties Blancke had one product 
and one customer. The product: 
acetate fibers. The customer: the tex- 
tile industry. 

When the postwar textile boom 
folded, Celanese’s profits crashed. To- 
day a wiser and more chastened 
Blancke, with some 39% of total sales 
in chemicals and plastics, is painfully 
struggling back to the levels of Celan- 
ese’s earlier profitability. 

Frank Riechel’s American Viscose 
got into the same spot several years 
later. Avisco’s viscose fibers held up 
better than Celanese’s acetates. Tire 
yarn was one big reason. But last 
year Avisco’s turn came. As the lead- 
ing maker of rayon staple and rayon 
tire cord, its profits all but vanished 
before price-cutting. 

Only one thing saved Avisco from 
total disaster: its 50% interest in ny- 
lon-making Chemstrand. At year’s 
end Riechel sold Avisco’s Chem- 
strand interest to co-partner Mon- 
santo for some $132 million in stock. 
Original cost: about $27 million. 


Not for Everyone 


Considering the problems plaguing 
the chemists last year, it was easy 
enough to see why some moneymen 
were prepared to discount the in- 
dustry’s future profitability. Such easy 
pessimism, however, failed to account 
for the matchless profits of such out- 
fits as Hercules and Union Carbide, 
the successful struggle against ad- 
versity made by such companies as 
Air Reduction or the above-average 
earnings wrung from highly com- 
petitive markets by Food Machinery. 

The conclusion was obvious: chem- 
istry still holds above-average growth 
but not everybody is going to share 
in it. As Dow’s'shrewd Leland Doan 
put it: “We’ve been a very attractive 
industry for fringe people. Now, with 
this profit squeeze, there won’t be 
so many of them coming into our 
business.” In other words, chemistry 
in the Sixties is going to be a good 
business—but only for the best-man- 
aged companies. 
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AUTOMOTIVE 


TRICKY CURVES 





It was a fast road but a tricky one for everyone in the auto- 


motive business. 


Automakers had to adjust to the com- 


pacts, truckmakers were caught in the downhill part of 
a capital spending cycle and the tiremakers wrestled 
with both problems plus some private ones of their own. 


LaTE LAST year Edward N. Cole, gen- 
eral manager of General Motors’ huge 
(1.8 million cars a year) Chevrolet 
division, was asked just what kind of 
car Americans wanted. Cole an- 
swered, half-jokingly, half-seriously, 
that they wanted cars that were both 
roomier and more compact, faster 
and cheaper to operate. “In short,” 
he said, “the American people want 
to have their cake and eat it, too.” 

Faced with this seeming contradic- 
tion, Cole had made a sensible deci- 
sion. He was building two totally dif- 
ferent cars. For those who wanted a 
different kind of car than Detroit 
had traditionally made, Cole brought 
out the compact, rear-engined Cor- 
vair. For those who still liked their 
cars big and brassy, he continued to 
make the standard Chevrolet. No- 
body could possibly confuse the two 
or mistake them for different-sized 
versions of the same car. Each ap- 
pealed to a distinct market. 

Cole’s Corvair did not sell anything 
like as well as Henry Ford’s new 
compact, the Falcon. Near the end of 
1960, the production figures were 
240,777 Corvairs, vs. a_ walloping 
482,418 Falcons. 

But Ford’s Falcon was virtually a 
scaled-down version of the standard- 
sized Ford. Not surprisingly, it took 
sales from the standard-sized car. 
Thus, while the Falcon was a howling 
success, production of the standard- 
sized Ford dropped one third from 
1959. But production of the standard- 
sized Chevrolet near year’s end actu- 
ally rose by 21.6% to 1,535,441. 

From the beginning, GM had un- 
derstood that the compact car revolu- 
tion had to be met with methods more 
subtle than a mere scaling down of 
standard-sized cars. GM _ followed 
the Corvair with the introduction for 
the 1961 model year of three addi- 
tional compacts: Pontiac’s Tempest, 
Buick’s Special and Oldsmobile’s 
F-85. The latter three were more on 
the order of scaled-down convention- 
al cars (although the Tempest fea- 
tured a radically new rear transmis- 
sion). But GM was not backtracking 
on its original decision that produced 
the Corvair. It still was not compet- 
ing with its own lowest-priced car; 
its new conventional compacts were 
aimed at a part of the market that was 
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already slipping. The new cars were 
clearly intended to bolster the medi- 
um-priced GM lines rather than to 
undercut its cheapest cars. 

In the final reckoning, GM’s com- 
pact car strategy had to be judged as 
the more successful of the two. All 
of which helped make GM’s per- 
formance last year easily the best in 
the industry. 

In the first nine months of 1960, 
GM pushed its sales up by 5.1%, to 
$9.3 billion and held its drop in 
profits to just 3%, at $2.45 a share. 
GM was able to hold its return on 
capital at a high-octane 19.2°., one 
of the highest earned by a major 
company in the automotive business. 

Bolstered by Falcon’s _ success, 
Ford’s nine-month sales dropped only 
3.39 (to $3.9 billion). But with 
the Falcon cutting into its higher- 
priced lines, Ford’s return on equity 
dropped during the year to an esti- 
mated 16.5%. 

Chrysler’s Chairman Lester L. 
“Tex” Colbert also found that com- 
pact car marketing is a complicated 
business. Chrysler’s Valiant and Dart, 
as Colbert proudly proclaimed, re- 
ceived “unusually high customer ac- 
ceptance.” Powered by those two 
cars, Chrysler’s share of the market 
rose from 12.3% to 15.7% during the 
year, and its nine-month profits were 
up by 5.4% to $25.1 million, on a 21% 
rise in sales (to $2.4 billion). 

But as with Ford, the small cars 
took sales away from the breadwin- 
ning Plymouth. In the dwindling 
medium-priced field, Chrysler was 
so badly hurt that it had to drop the 
DeSoto entirely. All in all, Chrysler 
earned a return of less than 6° on its 
stockholders’ money. 


Romney & the Rambler 


George Romney, whose American 
Motors first made Detroit compact-car 
conscious again, continued to make 
money from them. As 1960 ended, 
the Rambler was still second only to 
Falcon as best-seller among the com- 
pacts—even after a full year of “Big 
Three” competition. 

Last year Romney spent extra 
money to fight off the Big Three com- 
pacts. He was also paying income 
taxes at a full 52°. rate, his big tax 
credit having been used up. As a re- 


sult, earnings declined by about 20% 
(to $2.68 a share). But American was 
still earning around 20% on its stock- 
holders’ equity, a better showing even 
than mighty GM’s. Studebaker-Pack- 
ard also pinned its hopes on a com- 
pact car, the Lark. But near year’s 
end, Chairman Clarence Francis had 
produced only 102,463 Larks, 43,463 
fewer than the year before and less 
than one quarter the Rambler’s sales. 
Studebaker was barely in the black, 
and it appeared that some $15 mil- 
lion in StuPac tax credits would expire 
unused, with another $34 million due 
to go at the end of this year. Stude- 
baker’s main trouble seemed to be a 
generally weak dealer organization. 
“We have some 2,400 dealers,” ex- 
plained Francis, “some very good, 
and some that should be shaken off 
the tree.” 

Francis, brought in last year as 
Studebaker’s over-all boss, was bus- 
ily trying to line up diversification to 
get earnings to apply against the re- 
maining tax loss. Last year Stude- 
baker went into outdoor power tools 
and floor polish, was looking around 
for still other likely ventures. 


The Akron Bounce 


How had Akron fared while its 
good customers in Detroit were ad- 
justing to the compact car? In spite 
of a fairly good auto year (probably 
6.7 million units, second best year on 
record), the tiremakers did not have 
an easy time. Replacement tires, their 
most profitable single market, were 
not selling well. Sharp price-cutting 
broke out in the field. 
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Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
year. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 


NET PROFITS AS % OF SALES 


Latest 
Company 1955 1959 12months 
AUTOS 
General Motors 96% 78% 7.3% 
Ford 8.1 8.4 8.5 
Chrysler 2.9 def. def 
American Motors def 6.9 46 


Studeboaker-Packard def 7.4 3.9 
RUBBER 

Goodyear 

Firestone 

U.S. Rubber 

Goodrich 
TRUCKS 

International Harvester 4.8 

Mack Trucks 4.2 

Fruehauf Trailer 3.7 


White Motor 3.4 
def.—deficits 














One tireman who fared quite well 
in 1960 was Goodyear’s President 
Edwin J. Thomas. Once chiefly a sup- 
plier of original equipment. tires, 
Goodyear was built by Thomas into 
the nation’s top replacement tire- 
maker and deftly was pushed into 
such fields as chemicals and plastics, 
industrial goods, missile components. 

Last year Thomas was able to count 
on Goodyear’s outside ventures 
(which now accounted for slightly less 
than 50° of its sales) to offset price- 
cutting in replacement tires. In the 
first nine months Thomas managed to 
hold sales to a slight drop (to $1.2 
billion) and keep profits to a minor 
dip of 10.2%, (to $52.9 million). 

Firestone’s Chairman Harvey S. 
Firestone Jr. and President Raymond 
C. Firestone have never been quite as 
diversification-minded as Goodyear’s 
brass. A full 60°. of Firestone’s sales 
come from tires, the remainder from 
products closely related to rubber. 

But the Firestones have been 
stretching their rubber’ empire 
abroad, and last year the move helped 
pay royal dividends. For the fiscal 
year ended Oct. 31, Firestone man- 
aged a slight (1%) increase in sales, 
to $1.2 billion, and raised profits by 
the same percentage, to $65 million. 

Firestone, then, had its own form of 
diversification last year. Yet that 


alone was not entirely the answer. 
U.S. Rubber sells only 20° of its out- 


put to new carmakers and has gone 
into everything from rubber hosing 
to polyethylene yarn. Chairman 
Harry E. Humphreys Jr. and Presi- 
dent George R. Vila preside over an 
outfit that turns out 1,200 product 


lines, 33,000 items. But U.S. Rub- 
ber’s profits slipped again, from $5.30 
a share to an estimated $4.80. 

Relatively speaking, that was better 
than rival Goodrich did. Like U.S. 
Rubber, Goodrich was heavily into 
chemicals. But President J. Ward 
Keener would have to put his signa- 
ture to an annual report that would 
show the lowest return on equity 
(7.6%) among the major tiremakers. 
In the first nine months of the year, 
Goodrich’s profits dropped by 16.3° 
to $24.1 million, or $2.68 a share. 


The Skidding Trucks 


In truckmaking, the other side of 
the automotive business, life tends to 
be simpler than in the passenger car 
line. Life is relatively straightfor- 
ward. The manufacturer doesn’t 
have to worry about how much 
chrome to use. His marketing sur- 
veys are fairly uncomplicated. There 
is only one problem: when the econ- 
omy turns down, there is virtually 
nothing he can do to insulate him- 
self. With business off last year, 
trucking volume was down, and so 
were orders for new vehicles. 

Fruehauf Trailer’s President Wil- 
liam E. Grace learned that the hard 
way last year. In an effort to smooth 
the ups and downs which have af- 
flicted Fruehauf’s earnings, Grace has 
been developing new types of piggy- 
back and fishyback containers and 
other trucking gear. But last year 
truckers were chary of spending and 
were waiting to see if such equip- 
ment might become standardized. 
Result: Fruehauf’s net earnings 
dropped by 13.5%, to $8.4 million, in 


the first nine months of last year. 

Mack, too, was hard hit last year, 
its nine-month earnings down 26.5% 
to $8.9 million, or $3.06 a share. But 
Mack’s president, Financial Wheeler- 
Dealer Christian Johnson, was at least 
making progress in solving some of 
Mack’s long-standing problems: he 
was closing down an old, inefficient 
engine plant in Plainfield, N.J. and 
was replacing it with a new, low-cost 
plant in Maryland. 

Mack’s big rival, White Motors, re- 
ported a 36% drop in nine-month 
earnings to $6.4 million. Even so, 
White probably ended the year with 
a 10.4% return on_ stockholders’ 
equity, better than Mack’s 10.1%. 
But the big news at White was word 
that President John N. Bauman had 
paid out $37 million for the farm 
equipment business of the former 
Oliver Corp. The purchase added a 
full third to sales and put White into 
a wholly new field. 

White bought the Oliver business, 
Bauman explained, because it felt 
the price was right and because pros- 
pects in farm equipment looked rather 
better than in trucking in the years 
just ahead. Perhaps so, but Inter- 
national Harvester’s President Frank 
W. Jenks got scant comfort from 
either business last year. The truck 
business (50% of his volume) was 
sluggish, and farm equipment (34°7) 
was no better. Jenks had to write 
down excessive inventories in the 
farm equipment line and absorb clos- 
ing-down expenses at his outmoded 
McCormick Works. For the full year, 
IH’s earnings were down badly, from 
$5.10 in 1959 to about $3.25 a share. 


HOW WELL HAVE THEY DONE? 





In stimulating... 
GROWTH 
(compounded annual rates)" 


EARNING POWER 
Cash soa | Net Profit 


In achieving... 


PROFITABILITY 
(rates of return)’ 


In over-all 
PERFORMANCE 
profits 


Efficiency | Comprehensive 
index® | Index’ 


In avoiding ...| In producing ...\in making ... 
DILUTION | STABILITY 


of income 





Cash Net 
Flow’ 2 


Success 
Ratio‘ 


Est. 1960 
Income’ |Net Income 


Stability 


Revenues Factor® 





























AUTOS 
General Motors 2.7% 
Ford 57 
Chrysler 5.1 
American Motors 145 
Studebaker-Packard 11.7 
RUBBER 
Goodyear 
Firestone ; . ' 
U.S. Rubber f : 4.4 
Goodrich declined 
TRUCKS 
International Harvester 6.5 
Mack 19.8 
Fruehauft 11.3 
White 18.0 


44% 
13.5 
declined 
declined 


0.2% 
12.4 
declined 
declined 


28.2¢ 198% 19.2% 
218 14.6 16.5 


12.0% 
92.1 22.8 
16.4 5.9 5.8 deficit 0 
. 10.3 6.8 25.0 deficit 6.8 ” 
declined deficit deficit 2.4 ’ —70.2 0 


17.6% 
28.5 


0.6¢ 


ssesee 


22.6 
20.8 
20.2 
15.7 


13.8 
12.8 11.9 
10.7 10.8 
10.4 7.6 


12.4 82.0 —14 
92.6 6.1 
86.1 12.4 


120.2 —6.0 


12.5 17.9 12.1 6.9 6.0 
44.2 59.7 . 14.9 11.6 = 8©=610.1 
21.5 9.0 i 7.2 a1 9.4 
18.3 24.3 14.4 11.4 10.4 


Key to numbered footnotes, page 111. *From deficit to profit. }Unconsolidated in 1954. 
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87.7 
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NATURAL GAS 





THE YEAR THEY CHANGED 
THE GROUND RULES 


The FPC’s new ground rules were bad 
news to quite a few big gas companies. 
But for others there were compensations. 


ALL IN one year the Federal Power 
Commission bestowed a blessing—and 
the back of its hand—to the natural 
gas industry. By approving area pric- 
ing, the commission opened new vistas 
of profit for those among the pipe- 
liners (Panhandle Eastern, for ex- 
ample) who happened to possess 
large gas reserves of their own. 

But in other decisions, the FPC let 
the industry have it where it hurt: 
right in the seat of its financing. In 
a series of rulings, the commission 
struck down the long-standing rules 
on rate of return under which pipe- 
line companies had used capital lever- 
age to convert over-all returns of 6% 
into 15° and more on common equity. 

Before the year was over, the in- 
dustry didn’t quite know what to ex- 
pect next. Some in the industry pre- 
ferred to hope for the best. After all, 
hadn’t 1960 been the best year on 
record? The natural gas industry 
gained over one million new customers 
(to some 31 million); its revenues 
jumped 12% (to $5.3 billion); capital 
spending reached nearly $2 billion, 
highest in history. And didn’t the fu- 
ture look good? The American Gas 
Association was estimating a 33° in- 
crease in the customer roster and a 
125% increase in revenues by 1970. 


Hidden Perils 


But others weren’t so sure. Cer- 
tainly the evidence was contradictory. 
Consider the case of giant ($1.3-bil- 
lion assets) El Paso Natural Gas Co., 
supplier to the booming West Coast 
market. El Paso’s troubles certainly 
were not the obvious ones. Last year 
Chairman Paul Kayser boosted reve- 
nues nearly 15% to more than $500 
million, earnings from 1959’s $35.7 
million to well over $50 million. It 
completed the absorption of a major 
competitor, Pacific Northwest Pipe- 
line, and it raised its dividend 25%. 

A strong showing? On the surface, 
yes. But consider these problems: 

e El Paso had collected over $200 
million in contingent* rate increases, 
whose partial refund would mean re- 
stating earnings for years back. 

e It faced serious new competition 


*Gas companies under FPC jurisdiction 
may, after a six-month waiting period, put 
rovisional rate increases into effect without 

PC approval, subject to refund (plus 7% 
interest) if the increases are finally denied. 


in its California market from Trans- 
western Pipeline and Pacific Gas & 
Electric’s expanding gas subsidiary. 

e It was the “beneficiary” of a cir- 
cuit court decision that clouded the 
rate status of its own gas production. 

e It was at swords’ points with some 
important regulatory bodies, espe- 
cially in California. 

Each and every one of these situ- 
ations contained a threat, real or im- 
plicit, to El Paso’s earnings. While 
not all gas companies, pipeline or in- 
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tegrated, were as embattled as El 
Paso, all were deeply affected by the 
two major moves of the Federal Pow- 
er Commission. In September the 
Commission announced adoption of 
an area pricing policy in setting the 
price of gas sold by producers to pipe- 
lines. This was to replace the older 
(and unworkable) scheme of basing 
each producer’s price on his individ- 
ual costs. 

This policy, however upsetting to 
the status quo, was one most gas- 
men could cope with. Not so the other 
FPC move. In a series of orders 
throughout the year, the agency ex- 
pressed its intent of letting return on 
equity govern over-all return on in- 
vested capital—regardless of a com- 
pany’s equity ratio. What did it mean? 
Chiefly that leverage would no longer 
work in the stockholders’ favor. For 
a uniform return on equity meant 


that a thin equity company would 
merely make less on total investment. 

By year’s end, then, one thing was 
clear: past performance figures were 
no longer a reliable guide to future 
promise in the case of natural gas 
companies. More important, hence- 
forth, would be their ability to adapt 
to new ways of doing business. 

How well were the various compa- 
nies adapting? The new area pricing 
policy evoked discreet sighs of relief 
from all the gas pipeline and distrib- 
uting companies. It attacked the gas 
industry’s most serious single prob- 
lem: the steady increase in gas costs at 
the wellhead. “Ten years ago,” rec- 
ollected President William M. Elmer 
of Texas Gas Transmission, “our pipe- 
line suppliers were paying 5 cents to 
7.5¢c [per thousand cubic feet] for the 
shallow, accessible gas which filled 
their pipelines. Today, 21.5c plus an- 
other 2c of taxes is required to pur- 
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chase any substantial amount of gas 
on the Gulf Coast.” (The electric 
utility industry, by contrast, has 
steadily reduced the cost of electricity 
at the generator.) Area pricing, by 
cutting back some existing contracts 
to permitted area maximums and set- 
ting a ceiling above which others 
could not rise, promised at least to 
slow the upward rush of gas prices. 

At the same time, area pricing also 
might well increase the supplies 
available for new contracts, by let- 
ting producers know just what they 
could hope to get for their gas. “I 
have high hopes,” said President E. 
Clyde McGraw of Transcontinental 
Gas Pipe Line, “for area pricing. I 
know some very large fields where 
they aren’t even recycling their gas— 
they’re just leaving it in the ground.” 

One pipeline company that espe- 
cially stood to gain from area pricing 





was Panhandle Eastern. Panhandle 
owns some 3.5 trillion cubic feet of 
proved reserves and produces over 
25°, of its own gas needs—more than 
any other company in Fores’ 15. 
Area pricing should give Panhandle 
a second major source of profit, from 
its own output. “At present area 
prices,’ grinned Panhandle President 
William G. Maguire, “we should at 
least be able to buy breakfast.” 
Panhandle could well use the break. 
Its 1960 earnings were a trifle below 
the $3.30 per share it made in 1959, 
and by last year-end it was sitting on 
an estimated $92 million in contingent 
revenues it might have to give back. 


The Equalizer 


But the saddest story, to hear some 
gasmen tell it, was the new policy on 
rate of return. Last February the 
FPC granted a subsidiary of Colum- 
bia Gas (which has an over-all debt- 
‘equity ratio of about 60-40) a 6.5% 
return on total investment, which it 
estimated would yield “around 10%” 
on equity. In July it gave the same 
6.5¢ return to Southern Natural Gas 
on the same grounds. 

In the Southern case, the FPC add- 
ed a commentary that had an ominous 
ring to many. “Southern,” the FPC 
added approvingly, “has maintained a 
conservative capital structure without 
undue thinning of its equity, whereas 
the industry as a whole has frequent- 


ly resorted to high-leverage financing 
to maintain profit levels. .. .” 
The following month, dealing with 


a relatively low-equity company 


(Tennessee Gas Transmission, whose 
common equity ratio is under 30°), 
the FPC allowed only 6.125°;—which 
it again calculated would yield about 
10.1% on equity. Had Tennessee been 
allowed the same return as Southern, 
it would have yielded 11.4% on TGT’s 
more highly leveraged capital structure. 

The moral seemed clear: gas pipe- 
lines could no longer hope to use 
leverage to make high returns on 
equity, as many have in years past. 
For the FPC was allowing only 
enough over-all return to yield 10% 
to 10.5% on equity—whether that eq- 
uity was 20° or 45°. of capitalization. 

Industry reactions depended much 
on whose ox was gored. For a man 
who has just lifted his company’s 
revenues to some $560 million from 
$463.1 million in 1959, Chairman 
Gardner Symonds of Tennessee Gas 
Transmission was in a _ particularly 
sulphurous mood. The FPC’s 6.125% 
decision meant that Tennessee’s per 
share earnings rose practically none 
at all over 1959’s $1.29. 

“What they are doing is taking 
away a corporation’s right to manage 
its own finances,” fumed Symonds, 
who planned to build Tennessee’s 
non-gas business (last year some 35° 
of revenues and 26°, of net) as fast 
as he could. “I’m not bearish on the 
gas business,” he added, “but I am 
bearish on our chance of getting rea- 
sonable regulation.” 

Even mild-mannered President 
McGraw of Transcontinental (which 
sports an equity ratio a little above 
20°.) gave vent to some feeling: “I 


can scarcely believe that this rather 
cockeyed theory will become the law 
of the land.” But McGraw was also 
settling, on the basis of a return of 
about 6.25% instead of the requested 
6.5%, his one outstanding rate matter. 

Texas Eastern was also offering to 
settle its outstanding rate cases on a 
6% to 6.25°% basis that involved a 
whopping $30-million refund (includ- 
ing some $2.5 million in interest). The 
effect of the refund would be to knock 
down Texas Eastern’s 1960 earnings 
from an anticipated $2.45 a share to 
about $2 and also to cause an equiva- 
lent restatement of 1959 and 1958 
earnings. Under the circumstances, 
President Orville S. Carpenter needed 
all the comfort he could get from the 
fact that his Little Big Inch pipeline, 
operating at a loss since its conver- 
sion back to oil transport in 1958, was 
breaking even at year-end. 

By comparison, Texas Gas Trans- 
mission got off practically scot-free 
with a mere $1.6-million licking in 
settling all its outstanding rate cases, 
and thus managed to raise per share 
earnings from $2.33 to $2.58 on a 16°, 
revenue increase, to $132 million 
Eyeing the changed regulatory out- 
look, Texas Gas was planning to visit 
the equity market this year. Ex- 
plained Vice President V.W. Meithal- 
er: “You have to fatten yourself up.” 

Most serene of the pipeliners was 
probably President Charles P. Rather 
of Southern Natural Gas. In a cru- 
cial case Southern had been granted 
a 65° return that might even be 
upped a bit (e.g., by allowances fo 
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PIPELINES 

El Paso Nat. Gas* 
Tennessee Gas* 
Texas Eastern 
Transcontinental Gas 


25.7% 22.1% 11.8% 3.9% 
26.4 21.6 12.4 12.6 

14.5 15.8 3.7 7.1 22.0 
18.6 15.7 10.1 13.0 ; ! ; 52.5 
Southern Natural Gas; 15.6 7.9 declined 9.9 ; . ’ : 
Panhandle Eastern 10.9 9.8 12.0 9.9 ; 104.9 —10 
Texas Gas Transmission 11.1 8.7 7.4 10.3 98.2 11.1 

INTEGRATED COMPANIES 

Columbia Gas 12.5 14.1 d f 99 
American Natural Gas 13.5 16.1 17.7 ; 10.7 
Consolidated Natural Gas 9.4 6.8 12.8 f 75 
Pooples Gas Light & Coke 11.1 10.5 17.6 10.8 
Northern Natural Gas 12.2 10.0 ro By 12.0 
Lone Star Gas 9.8 8.7 22.0 12.8 


United Gas 10.5 3.7 20.0 9.8 
DISTRIBUTOR 


Pacific Lighting 3.2 9.7 


39.4% 
57.4 


35.6 4.2 

39.8 9.1 17.6 

30.2 95 5.4 

49.6 10.7 22.4 

66.0 15.2 22.4 

70.3 78 20.1 
102.1 —3.9 5.0 


13.4 f 8.4 22.0 11.1 9.5 90 


; Key for numbered footnotes, page 111. *Not adjusted for mergers. +Consolidated after 1956. ;;Earnings include dividends from Trunkline 
Gas, National Distillers, etc. **Net income increased, net per share declined 
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Southern’s own gas output). South- 
ern’s per share income from opera- 
tions last year exceeded $2.25, vs. 
1959’s $1.63, on a mere 15% revenue 
gain (to $140 million). 

The integrated companies as a 
group were much more at home in 
the new regulatory climate, mainly 
because most of them had maintained 
higher equity ratios and therefore 
stood to be granted higher over-all 
rates of return. But there were nota- 
ble exceptions. United Gas, for ex- 
ample, is an integrated company; 
retail business provided nearly two 
thirds of its 1960 revenues of some 
$385 million. But most of that retail 
slice was industrial sales, where 
United has long been burdened with 
unfavorable fixed-price contracts 
signed just after the war. Partly as 
a result, United’s 1960 net (about $2.27 
per share) was no better than in 1959. 
And even that figure was subject to 
change, for by last fall United had 
collected over $100 million in rev- 
enues subject to possible refund. 

Northern Natural Gas, which gets 
more than three fourths of its reve- 
nues from pipeline sales to other 
utilities, would appear to be in a 
similarly unfavorable position, with 
some $44 million of contingent collec- 
tions. But Chairman John F. Mer- 


riam had at least increased 1960 per 


share earnings to about $2.20 (from 
1959’s $1.92). And such was the na- 
ture of Northern’s rate cases that 
only about 10c of last year’s per share 
earnings seemed to be in jeopardy. 


Clean-Up 


Among the more traditional inte- 
grated companies, big Columbia Gas 
began 1960 with one central prob- 
lem: to bring some order out of its 
incredibly complex rate situation. At 
year’s end, even cautious Chairman 
George S. Young could look back and 
say: “We have been quite successful.” 
All but a handful of the rate cases 
were settled, and Columbia had been 
the beneficiary of a 6.5 return 
granted by FPC. (“The new rate of 
return policy,” admitted Chairman 
Young, “fits us pretty well.”) Thus 
Columbia was able to boost both reve- 
nues and net over 9%, to some $509 
million and $44 million respectively 
—though per share net rose only from 
$1.40 to $1.50, because of dilution by 
a $26-million May issue of common. 

American Natural Gas, whose sub- 
sidiaries pipe gas from the Louisi- 
ana coast and Texas Panhandle fields 
and distribute it in the Detroit and 
Milwaukee areas, would seem to have 
grounds enough for satisfaction in its 
10% earnings gain last year, from 
$4.55 to some $5 a share, on a 4% 
revenue increase (to $236 million). 
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FIXING A PIPELINE LEAK: 
more order, less freedom 


But President Ralph McElvenny’s 
sights were set higher. “Our major 
problem,” said he, “has been getting 
enough gas to meet our demand. At 
long last we’ve solved our supply sit- 
uation.” And so it would seem, for 
American’s tie-in last year with Ca- 
nadian supplies via a Tennessee Gas 
subsidiary means that the company 
now taps the three largest gas pools 
on the North American continent. 

Among those least likely to be hurt 
by the new FPC policy on rate-of- 
return is Consolidated Natural Gas, 
which serves major steel and indus- 
trial areas in Ohio and western Penn- 
sylvania. Consolidated ended the year 
with an equity ratio of some 58%— 
the highest among Forses’ 15. But 
increased gas costs kept it last year 
from showing any appreciable im- 
provement in per share earnings 
over 1959’s $3.09, despite a revenue 
gain of nearly 8%. 

Chairman Eskil I. Bjork’s Peoples 
Gas Light & Coke Co. was another 
with only slender (4% to 5%) gains 
in earnings and revenues over 1959's 
$4.04 per share on $226.2 million; but 
the raw figures did not tell the full 
story. Peoples had had its really dra- 
matic improvement in 1959, as a re- 
sult of a new rate base. Furthermore, 
Peoples’ earnings statements, unlike 
those of many a gas company, were 
dependable; for the company sets up 
special reserves to offset any possible 
refunds of contingent collections. 


The Mavericks 


A further reminder (if such were 
needed) that Texas is a world apart 
came last year from Lone Star Gas. 
The company’s ability to show cred- 
itable 1960 gains of about 7% in 
both earnings (to some $2.55) and 
revenues (to $134 million) was the 
least of its accomplishments. Far more 
impressive was Lone Star’s success in 
negotiating, between June and Au- 


gust, individual rate increases with 
426 of the 427 Texas communities it 
serves. Late in the year Lone Star re- 
ported that Strawn, Tex. (300 cus- 
tomers) had finally capitulated, and 
the company was batting a cool 1.000 

In another world to itself—South- 
ern California—Pacific Lighting faced 
a rare phenomenon in the gas utility 
field, the prospect of direct competi- 
tion. Tennessee Gas was proposing 
to bring Texas and Mexican gas into 
Southern California for sale to South- 
ern California Edison and 
other large industrial customers 
Pacific Lighting’s President Robert 
Hornby, quite understandably, takes 
“a very dim view of the whole pro- 
ject.” For the potential loss of such 
prize off-peak summer customers 
could, the company estimates, lead to 
rate increases for Pacific Lighting’s 
other customers that might amount to 
tens of millions of dollars. 

The threatened loss of some im- 
portant customers was not Pacific 
Lighting’s only problem in 1960. But 
some of the others—such as the dif- 
ficulty of keeping up with Southern 
California’s growth—would have 
sounded like blessings to many a gas 
company. For that growth, plus the 
first normally cold weather in several 
years, enabled Pacific Lighting to 
boost its revenues a fancy 16%, to 
some $355 million, and its per share 
net an even fancier 21%, to $3.20 

Pacific Lighting also achieved some- 
thing of a financing coup. In July it 
floated a $23-million bond issue of 
one of its subsidiaries at a rock-bot- 
tom 4.75%. Only a few years back, 
when the pipeline business was 
young, debt money cost 3% to 4%. 
But today debt for gas company ex- 
pansion generally costs a good frac- 
tion over 5%. Thus leverage no longer 
works its old magic for gas company 
stockholders. Even with a thin equity 
ratio, the old returns on equity would 
require perhaps a 7% return over-all 
That would demand rate increases 
that regulatory bodies are increas- 
ingly reluctant to grant. 

Thus the pipeliners, finding it ever 
harder to make the old formula work, 
may soon have to follow in the more 
sedate footsteps of the integrated 
companies and the distributors. They 
may not like their new role, but at 
year’s end their chances of avoiding 
it looked rather slim. Some of them 
seemed resigned to the prospect. “I’ve 
spent 34 years of my life under the 
regulatory bodies,’ philosophizes 
Transcontinental’s President Clyde 
McGraw, “and while you never quite 
like it, you can get to the place where 
you can live under it.” Perhaps that 
is what the rough-and-ready pipe- 
liners will have to learn. 


perhaps 
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AIRLINES 


IN TRANSIT 


Re-equipping with jets has meant some rough 


weather 


bring more. Yet 


for airline earnings—and may well 
despite gloomy forecasts, 


the major carriers look surprisingly healthy. 


WALL STREETS windsock went dis- 
couragingly slack last month as the 
nation’s airlines counted up 1960 earn- 
ings. They were thin ones. Looking to 
the future, many a pundit predicted 
rough weather ahead for the air car- 
riers. “Visibility Poor” read the head- 
line of one big wire house’s study of 
the industry. “More empty seats will 
plague the airlines next year,” pre- 
dicted another broker’s newsletter, 
“as their newest flock of jets arrives.” 
Forecast a third: “Airline earnings 
will continue their unpromising trend 
in the year ahead.” 

For such dour estimates, analysts 
had impressive authority. In forebod- 
ing tones, a panel of investment 
bankers had noted the industry’s 
ballooning debt, pronounced it “bur- 
densome.” Airline economists, in- 
cluding Harvard Professor Paul W. 
Cherington, had filled in the picture. 
“The coming year,” concluded Cher- 
ington, “looks bleak. It does not seem 
likely that airline traffic will match 
new jet capacity until 1964 or 1965.” 


Not So Bad 


As portents of the future, the do- 
mestic airlines’ earnings last year 
were hardly the stuff optimism is 
made of. At Eastern Airlines, once the 
nation’s most profitable carrier, Presi- 
dent Malcolm A. MacIntyre broke his 
bad news bluntly. “We will probably 
have wound up 1960,” said he last 
month, “barely in the black.” Ameri- 
can Airlines’ President C. R. Smith 
expected to fare somewhat better, 
with earnings off roughly one third 
from 1959's $2.53 per share. The same 
trend probably pushed the earnings 
United’s President W. A. (“Pat”) 
Patterson will report to shareholders 
down below $3 per share for the first 
time since 1957. 

In themselves, these figures were 
certainly nothing to crow about. Yet 
as 1960 drew to a close, most airline 
executives were quietly releasing 
sighs of relief. For the year had left 
them in far better fiscal shape than 
most would have cared to predict as 
recently as last summer. 

For one thing, airline revenues had 
suffered no ill effects from the much- 
heralded slowdown in the economy. 
During the 1958 recession, for ex- 
ample, growth in airline revenues 
had slowed to just 6.5%. But in 1960's 
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first nine months they rose a reassur- 
ing 11%. That is slightly below the 
average annual increase in the three 
previous years. 


Costly Revolution 


Considering the costly revolution 
the airlines are undergoing, the wide- 
spread pessimism was perhaps over- 
done. Observed one well-known 
banker with a long-standing reputa- 
tion for shrewdness: “The wonder is 
that the airlines could show any earn- 
ings at all. I think that speaks ex- 
ceedingly well for the future.” 

He had a point. Rarely has any 
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ently have concluded that they are 
needless luxuries on quick jet ho,s 
Thus last summer, for the first time in 
airline annals, coach traffic exceeded 
first-class travel. 


Promising Potential 


All these items put severe pressure 
on airline earnings last year. Yet the 
Cassandras notwithstanding, a strong 
case can be made for the proposition 
that re-equipping with jets is the best 
thing that has ever happened to the 
industry—at least, to the Big Four 
domestic carriers, who account for 
nearly 70% of the industry’s gross 
operating revenue. 

For one thing, costly as they are, the 
big jets have proven themselves to be 
superb money-makers when handled 
judiciously. In sheer operating econo- 
my, airline financial men unanimously 
say, a well-loaded Boeing 707 or 
Douglas DC-8 on a long haul route 
beats piston-powered planes hands 
down. Moreover, they have turned out 
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industry undergone such a massive 
re-equipment program as that which 
faced the airlines last year. As 1960 
began, they had just 84 pure jet planes 
in the air. By year-end they had some 
190, each costing from $4.5 million to 
$5.5 million. On order are 103 more, 
92 of them to be delivered this year. 

Just getting them into the air was 
a costly business—quite apart from 
the capital expense involved. Pre- 
flight training costs ate deeply into 
airline earnings last year, as did the 
expense of integrating jet flights into 
trunk line schedules. Meanwhile, de- 
preciation charges soared. 

There was still another factor dilut- 
ing earnings: a marked shift among 
travelers from first-class to coach 
service. Passengers who had gladly 
paid the premium for first-class com- 
fort on piston-engine planes appar- 


to be remarkably trouble-free once 
the bugs were eliminated from ac- 
cessory equipment. 

To that extent, airline earnings re- 
ports last year were misleading. The 
really impressive earning power of jet 
equipment was obscured by other 
factors: special start-up expenses, 
huge depreciation deductions, carry- 
ing charges on the large debts the 
carriers have assumed to buy the new 
planes. 

There is another plus to the equa- 
tion: in the long run, the great in- 
crease in airline indebtedness (which 
has risen from 28% to almost 52% 
of the industry’s capital structure 
since 1955) is apt to be all to the good. 
For it means that the airlines have 
been able to re-equip with remark- 
ably little dilution of equity. Thus 
earnings on the relatively few shares 
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INTERNATIONAL 
Pan American 
MAJOR DOMESTIC 
American 12.0 
United 10.5 
Eastern 12.0 
Trans World 11.3 
MEDIUM-SIZE DOMESTIC 
Northwest 146 15.7 
Delta 15.2 11.1 
Braniff 10.1 3.9 
Natienal 71 declined 
Capital 17.6 20.7 


Key for numbered footnotes, page 111 


10.8% 


of common stock now outstanding 
have become highly leveraged, en- 
hancing their potential earning power 
when charges decline. 


Stellar Performers 


By all odds the stellar performers 
among the domestic airlines last year 
were American and United. At Ameri- 
can, President C. R. Smith had gotten 
the jump on rivals in ordering Boe- 
ing 707s (he now has a fleet of 34, 
with 16 more due this year), thus 
could offer jet service well before 
competitors on key long haul runs. 

Smith has some other big advan- 
tages. Of his 24,000-odd miles of route, 
15,000 are unduplicated by rival air- 
lines 

But Smith also has his troubles. 
Among them are his 33 turboprop 
Electras, which were required to 
operate at uneconomic reduced speeds 
and were shunned by passengers leery 
of repeated mysterious accidents. 
American also is vulnerable in the 
Southern Transcontinental Service 
case, due to be decided next March by 
the Civil Aeronautics Board. If the 
board follows the examiner’s recom- 
mendation, Amer‘can stands to lose 
some $50 million worth of interchange 
and connecting traffic. 

United’s Patterson flies DC-8s, and 
was slower getting delivery. But after 
heavy: first-quarter losses, United’s 
earning power proved itself, making 
the third quarter United’s best ever. 
Enjoying a land-office business, Pat- 
terson commented: “I’m pleased to 
find that we have entirely regained 
our competitive position.” 

His bid to buy virtually bankrupt 
Capital Airlines may establish him in 
a new one. If the merger goes through, 
as seems likely, it would make United 
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declined 
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the first transcontinental carrier to 
also compete on North-South routes. 


Betwixt & Between 


At Eastern Airlines, Eddie Ricken- 
backer and Malcolm MacIntyre have 
less certain hopes of reversing the 
tables and making their company a 
transcontinental carrier. It all depends 
on who gets the plum in the “South- 
ern” case (among its rivals are Na- 
tional and Delta). Meanwhile Mac- 
Intyre is bearing deep scars from 
mid-1950s route awards to smaller 
airlines which cut into its once su- 
perbly profitable Florida service. As 
newcomers siphoned off much of its 
desirable long-haul traffic, Eastern 
was left holding the bag in the form 
of a large (and now marginal) feeder 
network of local flights. 


, 
BOARDING AIRLINE PASSENGERS: 
shift to thrift 
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Last year Eastern, whose policy had 
been to saturate routes with flights, 
reversed field and began vigorously 
to drop unprofitable schedules. 

Also betwixt and between last year 
was TWA, whose president resigned 
leaving major stockholder Howard 
Hughes (78% interest) to balk re- 
peatedly before finally agreeing to 
trustee his stock, thereby jelling ar- 
rangements to finance TWA’s long- 
delayed jet equipment program (it 
operated 27 jets, 17 of them leased). 
That eliminated one of TWA’s two big 
handicaps, fettered management. The 
other, its money-losing international 
operations, will be a knottier one to 
solve. 

The smaller regional carriers 
Northwest excepted—just do _ not 
have the borrowing power or the 
routeS to make the same go of large 
jets as the Big Four. To compete 
today they have to have jets: but they 
cannot use them effectively. 

Delta’s and National’s hopes are 
pinned to awards of new East-West 
routes. Northwest needs volume to 
put cream in its coffee. So does 
Braniff, whose President Charles 
Beard has literally bootjacked it out 
of the marginal carrier class into sur- 
prising health. 


Round Trippe 


A year ago, Pan American’s Juan 
Trippe had virtually a monopoly on 
international jet travel. But where 
in 1959 he had exclusive jet entree 
into all major world cities, by last 
year he had jet competition into all of 
them. His rivals are virtually all sub- 
sidized; Pan Am is not so fortunate. 
So the outlook is getting increasingly 
clouded for America’s largest inter- 
national carrier. 
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ELECTRICAL EQUIPMENT 





THIS SIDE OF PARADISE 


A worldly crew, the electrical equipment 
makers serve everybody, share everybody’s 
troubles. So their strictly mundane earnings 
last year should have surprised no one. 


No HOTHOUSE PLANT could have grown 
faster than the electrical equipment 
industry has these past ten years. A 
$2.6-billion business in 1950, it grossed 
$9.2 billion in 1959, topped the $9.7- 
billion mark last year. And it will go 
right on growing—you have the word 
of General Electric’s Chairman Ralph 
J. Cordiner, a notably careful proph- 
et, on that. Predicts Cordiner: “The 
electrical equipment industry prob- 
ably will maintain its historical record 
of doubling in size every ten years.” 


Earth-Bound Eden 


Yet clearly some of the bloom is off 
the rose for the electrical equipment 
makers. Once again last year their 
sales rose, but their earning power did 
not. There were exceptions—West- 
inghouse, Avco, Thompson Ramo 
Wooldridge. But they only proved the 
rule: their gains merely represented 
some recovery of earnings previously 
lost. 

The pressure was on across the 
board—in appliances, heavy industrial 
equipment, defense work. It took its 
impartial toll everywhere: at Presi- 
dent John Burns’ RCA as at Chair- 
man Ralph J. Cordiner’s GE; at Chair- 
man Hugh Robertson’s prosperous 
Zenith as at President James Skinner 
Jr.’s down-drifting Philco; at Presi- 
dent Paul Wishart’s richly endowed 
Minneapolis-Honeywell as at Presi- 
dent Harry Vickers’ ailing Sperry 
Rand. 

This, moreover, was no momentary 
phenomenon: it continued a disturb- 
ing trend. Since 1954 GE’s Cordiner 
has seen his net profit margin slip 
from 6.7% to 5.9% (in the latest 
12 months), and, at tautly run GE, 
slips of tenths of a percentage point 
count as crises. The same five-plus 
years have brought RCA’s net margin 
down from 43% to 2.5%, Sperry 
Rand’s from 6.4% to 2.4%, Bendix 
Corp.’s from 4.2% to 3.4%. 


Storm Center 


The cruelest blows were dealt the 
appliance makers. Beguiled by 1959’s 
upturn in demand for white goods 
(e.g., refrigerators, home laundries) 
and radio & TV sets, they had stocked 
up heavily for a lively kickoff to the 
“Sizzling Sixties.” Instead, consumers 
shut their pocketbooks, and the in- 
dustry plunged into heavy inventory 
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dumping and_ steep price cuts. 

Thus with the exception of Motor- 
ola, the best-diversified of the group, 
all of the appliance specialists booked 
lower earnings (usually on higher 
sales) than they had in bounteous 
1959. Even Motorola itself was run- 
ning hard (sales up 7% to $310 mil- 
lion) to match 1959’s $3.59 a share. 
Proclaimed Admiral Corp.’s President 
Ross Siragusa: “It’s absolutely the 
worst year for appliances since World 
War II.” 

Admiral’s boss had reason to moan. 
His outfit, to nobody’s particular sur- 
prise, wound up the year barely in the 
black. But then, tail-ending the league 
is nothing new for Admiral. Its aver- 
age return on stockholders’ equity 
over the past five years: a slender 
4.1%, lowest in the group. 


Relapsed Invalid 


As a tail-end Charlie, Admiral got 
some close competition last year from 
Philco Corp. For a while, Wall Street 
had thought President James Skin- 
ner’s outfit might be a horse of an- 
other color: an appliance maker 
which had successfully diversified it- 


Cost Control 


Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
year. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 


NET PROFITS AS % OF SALES 


Latest 
Company 1955 1959 12months 


DIVERSIFIED 
General Electric 6.0% 64% 5.9% 
Westinghouse 3.0 4.1 4.2 
RCA } 2.9 2.5 
APPLIANCE 
Whirlpool 4.8 3.7 
Philco t 1.8 1.2 
Motorola . 49 4.4 
Zenith ‘ 6.4 5.9 
Admiral 
SPECIALIZED 
Sperry Rand 
Borg-Warner 
Bendix 
Minneapolis-Honeywell 
Thompson-Ramo 
Raytheon 
Avco 
NA—Not available 











self out of its troubles into defense 
and other work. 

But that happy illusion, fostered by 
Philco’s best-in-four-years $1.67 a 
share earnings of 1959, faded quickly. 
Following a standoff first quarter, 
Philco’s net drifted steadily down- 
ward last year, hit a meager 2c a 
share in the third quarter and no 
more than 60c for the year. 

What had happened? Explained a 
Skinner aide: “We got hit by the 
slowdown in consumer major appli- 
ance buying and the resulting price 
weakness. Meanwhile we had the 
continued development expenses of 
our Philco 2000 computer.” 

Which, however, only raised the 
question: With his limited basic earn- 
ing power in appliances, has Skinner 
bitten off more than he can chew in 
computers? In selling the 2000, Philco 
must compete with the likes of GE, 
RCA, Minneapolis-Honeywell and 
Sperry Rand—not to mention IBM. 
That competition is straining the 
resources of many an outfit with far 
more financial muscle than Philco. To 
be sure, to date Skinner has de- 
livered ten 2000s, has orders for 12 
more. But whether Philco will ever 
get enough of the hard-fought com- 
puter market to recoup its develop- 
ment costs remains a nice, unanswered 
question. 


Hard-Working Dollars 


Everything that Admiral and Philco 
are not as money-making appliance 
makers, amazing Zenith Corp. is. Last 
year Chairman Hugh Robertson sus- 
tained the same pressures that had 
cut rivals’ earnings to ribbons—and 
still showed barely reduced earnings. 
To be sure, they were not the fat $6 
a share stockholders had hoped for. 
But they were still the industry’s best. 

Whatever the measure, Zenith’s 
Robertson and the late Eugene Mac- 
Donald have set the pace for the in- 
dustry. Zenith’s remarkable return on 
equity last year: 19.5°%. In rate of 
growth, absence of dilution and the 
knack of turning retained earnings 
into additional profit (see performance 
figures, p. 46), it is second to none 

The Zenith secret has been to es- 
tablish a reputation for quality in the 
public mind which has enabled it to 
capture more and more of the pre- 
mium-priced radio-TV market. By 
1959 it had even passed mighty RCA 
to seize first spot in sales. 

Yet Zenith’s bosses have proved 
canny Scots in another way as well. 
So carefully have they husbanded 
their capital outlays that Zenith 
works its plant to the hilt, gets an in- 
dustry-topping $10.57 in sales for 
every dollar of gross plant. By con- 
trast, second-running Motorola’s plant 
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dollars produce $6.12 in sales, Philco’s 
$5.76, Admiral’s $5.75. 

In a field which requires heavier 
capital, Whirlpool Corp. brings in a 
more modest $4.04 in sales for each $1 
of plant. Yet next to Zenith, it aver- 
aged a bigger return on its equity 
capital (14.2, ) than any other appli- 
ance specialist. 

Chairman Elisha Gray III's secret is 
another kind of captive market: his 
stockholder-customer Sears, Roebuck 
& Co. which takes about 60% of 
Whirlpool’s output. At the nine- 
month mark, Gray could claim that 
“our unit volume has increased while 
industry shipments declined.” Never- 
theless, nine-month earnings dropped 
from $2.41 to $1.80 a share. 


Stubborn Progress 


Also caught up in the appliance war 
last year were the industry’s two ti- 
tans—GE and Westinghouse. But that 
was just the beginning of their prob- 
lems. For if the war in appliances has 
been bitter, another in heavy utility 
gear (i.e., transformers, generators, 
switching gear) has been more bitter 
and ionger-lasting by far. 

Westinghouse, which is less broad- 
based than twice-as-big GE, stands to 
be the harder hit. Where capital goods 
account for 23°, of GE’s volume, they 
represent more than 50°. of Westing- 
house’s annual gross. This presents 
Westinghouse’s President Mark Cre- 
sap with quite a problem. For slender 
earnings on utility gear handicap 
him in meeting another Westinghouse 
problem: its substantial overcapacity 


in consumer product lines. 

Yet hard-driving Mark Cresap has 
made some notable progress in re- 
storing Westinghouse’s earning pow- 
er. Through tight financial controls, 
including rigorous monthly reports, 
he has forced Westinghouse managers 
to be onrofit-conscious as well as 
sales-conscious. What’s more, West- 
inghouse’s $2.53 in sales per $1 of 
plant investment does not compare 
too badly with GE’s $2.80, RCA’s $2.64 
(excluding broadcasting & commu- 
nications revenue) 

Cresap is still a long way, to be 
sure, from catching up with GE’s 
probable 16.6% return on equity capi- 
tal last year. Westinghouse’s return: 
about 9.2%. Yet progress there has 
been. Net margins particularly have 
improved under Cresap’s stubborn 
prodding. From 3.6% in 1958, they 
rose to 4.1°; in 1959, to 4.2°. last year 
(special tax credits excluded). 


Past Master 


Cresap might well have taken en- 
couragement last month from the 
demonstrated past master at his craft, 
GE’s Ralph Cordiner. “I have a feel- 
ing, purely intuitive.” said Cordiner, 
“that the era of price-cutting in heavy 
[utility] apparatus and gear may soon 
end.” If so, both GE and Westing- 
house should presently see _ better 
profits from this important pai of 
their businesses. 

Yet his 16.6% return on equity 
notwithstanding, Cordiner was clearly 
dissatisfied with GE’s direction. Last 
fall he announced a major shift of 


emphasis in GE’s future investment 
toward areas which would give more 
effective scope to its tremendous 
technological resources. Among the 
new areas of emphasis: power gen- 
eration by nuclear fuels, space gear 
and research, computers, electronic 
automation gear and gas turbines. 
None of these are new fields to GE. 
But they do offer something Cordiner 
finds appealing: the promise of a less- 
er direct labor component, and hence 
greater immunity to rising wage costs. 


Big Stakes 


This shifting tack is bound to bring 
GE into even more direct competition 
with two other “high technology” 
specialists, RCA and Minneapolis- 
Honeywell. 

At RCA, Chairman David Sarnoff 
and President John Burns have gam- 
bled heavily on establishing their 
company as a big factor in computers. 
The costs of getting into the field have 
played predictable hob with RCA’s 
income account. Earnings last year 
dropped to around $2 a share, vs. 
$2.52 in 1959. Accelerating the de- 
cline: dilution resulting from the 
forced conversion of a big debenture 
issue last year. Probable motive: 
clearing the ground for sale of an- 
other debt issue this year to finance 
RCA’s fast-growing investment in 
computer “hardware.” At that, its 
computer operations are probably at 
least three years away from black ink. 

Ultimate success in computers is 
doubly important to RCA _ because 
1960 once again proved not to be 
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DIVERSIFIED 
General Electric 7.6% 
Westinghouse b 1.2 
RCA ’ 1.9 
APPLIANCE 
Whirlpool 16.0* 
Philce : 3.7 
Motorola 148 
Zenith 20.2 
Admiral declined declined 
SPECIALIZED ELECTRONICS 
Sperry Rand 10.9 3.9 declined 
Borg-Warner 11.3 10.0 5.9 
Bendix 2.7 3.5 declined 
Minneapolis-Honeywell 10.7 14.4 11.7 


Thompson Ramo 9.0 3.9 declined 


6.7% 
declined 
declined 
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31.4 19.5 11.9 
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the year for color TV. To be sure, 
Sarnoff has proudly announced that 
RCA’s losses on color set sales have 
ended. But there was no mention of 
the losses that RCA’s NBC subsidiary 
is probably taking on its 1,000-plus 
hours a year of color telecasting. 
Certainly not yet recouped: the ad- 
mitted $130 million RCA has sunk 
into color TV. 

RCA is not the only firm which is 
finding the entry fee into computers a 
stiff one. So is Minneapolis-Honey- 
well Regulator, the nation’s biggest 
and most profitable maker of controls. 
“We are committed,” notes President 
Paul Wishart, “to deliver $51 million 
worth of computers in 1961.” But, as 
with RCA, Honeywell’s considerable 
success will probably mean a trip to 
the money market this year. 

Growth (see performance figures, 
p. 46) is a Honeywell specialty. Over 
the past five years both sales and 
earnings have grown at a compounded 
annual rate well above 10%. Last year 
sales continued robustly upward to 
some $420 million, but earnings fell. 
Main reasons: “planned” losses on the 
computer program and a higher pro- 
portion of low-margined defense busi- 
ness in the product mix. 


Pinched Pennies 


A group of electrical manufacturers 
which would have loved to have even 
Honeywell's :,educed 6.4% profit mar- 
gin last year were the defense spe- 
cialists. Their normal ratio is 2c to 3c 
on the revenue dollar. Last year the 
principal hallmark of their well-be- 
ing, return on equity, was fading, too. 

By this vital standard, none of the 
three defense-oriented companies sur- 
veyed here were standouts last year. 
Raytheon’s (military sales: 80°, -85% 
of its total) was a middling 10%, that 
of Bendix Corp. (65°. -70% military) 
a trifle better 11.2%, Avco’s an undis- 
tinguished 9.8°7. None of these rates 
of return compare well with the 15% 
to 20°, earned for stockholders by 
such big hardware producers as Mar- 
tin, McDonnell and Northrop. 

The problem, as Bendix’ President 
Malcolm Ferguson explains it, seems 
unlikely of quick solution. “As mili- 
tary procurement moves away from 
old-fashioned hardware toward space- 
age vehicles,” he notes, “the defense 
contractor who wants to stay com- 
petitive must bid on more and more 
low-margined research and develop- 
ment work. Big production contracts 
aren't unknown, but they’re scarcer 
than in past years.” 

Ferguson’s own company is a good 
case in point. Its sales last year rose 
some 15% to a record $780 million, 
but profits dipped to $4.88 a share 
(vs. $5.11). “Frankly,” says Fergu- 
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BUYING: 


too many stayed home 


CONSUMERS 


son, “I see no major trend toward im- 
proving profit margins in our areas of 
business.” 

Even so, Bendix’ 3.4% return on 
sales (and Avco’s 3.3%) looked posi- 
tively brilliant compared to the 1.6% 
Raytheon was netting last year. Ray- 
theon, indeed, seems to be unable to 
accept prosperity. Having been re- 
stored to respectable levels in 1958, 
its profit margin began to fall in 1959, 
continued to skid last year despite 
steadily higher sales (some $550 mil- 
lion in 1960). 

Chairman Charles Adams and new 
President Richard Krafve are known 
to be working furiously on a program 
of plant consolidation and personnel 
reduction, which may begin to show 
up in profits next year. 

Equally hard work, it must be said, 
has not produced much visible result 
at another outfit: baffling Sperry 
Rand. Sperry seems to have every in- 
gredient needed for success. It is 
big (a likely $1.2-billion sales in fiscal 
1961, ending March 31) and well- 
diversified (office equipment accounts 
for some 28% of sales; hydraulics and 
farm equipment, 22°, ; instrumentation 
and controls, about 50°,). It has a 
substantial ($72.1 million) cash flow. 
Yet success, as measured by profits, 
eludes it. 

This fiscal year Sperry at last 
seemed headed for the great things 
long predicted for it. A new team of 
ex-IBM men, headed by Dause L. 
Bibby, had reportedly revitalized the 
money-losing Univac computer opera- 
tion. Unprofitable military contracts 
were supposedly completed. 

Yet in the first half of fiscal 1961, 
Sperry earned a mere 4lc a share (vs. 
66c in fiscal 1960). President Harry 
Vickers promised that second-half re- 
sults would be “considerably more 
profitable,’ stressed Sperry’s contin- 
ued heavy investment in data pro- 
cessing. But, at best, the payoff had 


been deferred yet another year. 


Top-Heavy 


Avco Corp., long a case of splin- 
tered personality, now clearly knows 
what it is: a defense supplier, and a 
big one (20th on the Pentagon’s list), 
with almost 60% of its roughly $325 
million in sales going to the military. 

But Avco has a problem. Its profit 
margin (3.3%) is quite good for its 
industry, its equity return unspectac- 
ular but improving. But, as company 
officials admit, it is considerably 
overcapitalized. Its $188 million in 
total assets supports less than twice 
that amount in sales. 

President Kendrick Wilson is taking 
hopeful steps to remedy all that. “If 
some of the projects we have in the 
works (e.g., magneto-hydrodynamic 
power generation for utilities, ad- 
vanced gas turbine engines) develop 
as expected,” say Avco men, “we'll be 
undercapitalized in a few years.” 
But meanwhile, Avco’s overexpanded 
plant is generating just $3.60 in sales 
per capital dollar compared to Ben- 
dix’ $5.08, Raytheon’s $9.71. 

Like Bendix, Cleveland’s Thomp- 
son Ramo Wooldridge is a hybrid 
whose $420-million sales are spread 
across military, automotive, and com- 
mercial aviation accounts. And though 
its earnings picked up last year, the 
gain was both modest and relative, 
a recouping of lost ground. 

The profit pickup 
from TRW’s timely 
semiconductors: its Pacific semi- 
conductor subsidiary was reported 
to be earning at the rate of $1 a share 
last year. Even so, Thompson Ramo 
was getting only $2.50 in sales for 
each dollar of plant, the lowest rate 
among all 15 Forses-surveyed elec- 
tricians. And last year’s $3.10 or so 
net was a far cry from the $4.69 a 
share of 1956, the 9°; equity return 
quite a comedown from 1956's 15%. 

Borg-Warner, that industrial jack- 
of-all-trades whose 21 divisions pro- 
duce more than 200 different product 
lines, is another hybrid which did not 
enjoy any notable prosperity last year 
Earnings fell almost one third, leav- 
ing them stalled at their 1952 level 
On Wall Street there is some suspi- 
cion of late as to whether Borg-War- 
ner’s vast diversity of activities may 
not be too great to fit comfortably un- 
der one corporate roof. 

In a broader sense, that is the in- 
dustry’s problem, too. Hundreds of 
companies, large and small, are scrab- 
bling for smaller shares of an ever- 
larger market. Price competition is 
intense; profit margins are dwindling 
For the weaker companies, profits will 
no longer be the criterion; henceforth 
mere survival will be the issue. 


came mostly 
investment in 
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refreshing new feeling! Call your Coca-Cola bottler and install coolers for Coke! 


Coke on the job keeps workers refreshed! 
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CAPITAL GOODS 





THE GOOD PROVIDERS 


They call it a_ cyelical 
one year, famine the next. 


industry—feast 
Yet some 


outfits in the variable capital goods busi- 
ness have the knack of always eating well. 


THE First thing you will hear about 
the capital goods industry is that it 
is a feast or famine business. In gen- 
eral, that is true. Like elevator oper- 
ators, the men who make industry’s 
tools and supply its brick & mortar 
do have their ups and downs. 

The reason is simple enough: they 
serve the world’s most mercurial 
customers. American industry itself, 
of course, likes steady custom. But 
it does not give it. In 1957, for ex- 
ample, industry went all cut to ex- 
pand and modernize, spending $37 
billion in the process. The next year, 
recessionary 1958, it tightened its grip 
on its pocketbook and spent only $30 
billion on capital grods. Such spend- 
ing rose to $32 billion in 1959 and to 
some $35 billion last year. 


It’s a Knack 


No wonder then, you say, that they 
call capital goods a feast or famine 
business? Well, maybe. But that is 
not the whole story by a long shot. 
As an industry, capital goods produc- 
tion is variable enough all right. Yet 
ups or downs, some capital goods pro- 
ducers have the knack of prosperity. 

Take Caterpillar Tractor Co., for 
example. It has just one specialty, 
earthmoving equipment, to which 
President Harmon S. Eberhard looks 
for over 90°, of his sales. That should 
make Caterpillar a pretty vulnerable 
business when industry’s spending 
slows down. Yet in the past five years, 
Eberhard has managed to boost his 
sales at a compounded rate of 12.8% 
a year. What’s more, Caterpillar has 
earned a fat 16.2°; on its stockholders’ 
equity. That's not exactly doing badly. 

Or take Deere & Co., the farm 
equipment specialist. A victim of 
farmers’ falling income? Not at all. 
By boosting sales an average 13° a 
year, President William A. Hewitt has 
made farm machinery look like a 
growth industry. And in the process, 
Deere’s rate of profit on equity has 
risen from 9° to 13.8% since 1955. 

Both Eberhard and Hewitt, to be 
sure, have had their problems. Eber- 
hard’s was a big miscalculation as to 
what 1960 would be like. He had 
loaded up on inventory, only to see 
his domestic sales fall some 15%. “We 
were geared,” he ruefully concedes, 
“for a level of business that did not 
materialize.” Even at that, however, 
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Caterpillar earned roughly 13.3% on 
its stockholders’ equity. 

Deere’s Hewitt had loaded up, too, 
letting inventories rise at 1959 year- 
end to $159 million, a good $45 million 
or so above normal. Expecting a big 
year, he wanted to have farm equip- 
ment to sell while he was changing 
over to a completely redesigned line. 
But when sales turned sour, he re- 
acted fast. He virtually halted Deere’s 
tractor production for about three 
months while he tooled up for his new 
models. It cost Deere about $45 mil- 
lion and cut profits to the bone. Say 
Deere men: “It was the chance of a 
lifetime.” 


Reverse Side 


Sure it hurt. Instead of the liberal 
13.8° Deere earned on stockholders’ 
equity in 1959, it earned only 4.7% 
last year. But that was still better 
than the 4.3°, Hewitt’s rival Robert 
S. Stevenson, president of tractor- 
making Allis-Chalmers, had to show 
for his year. 

Allis-Chalmers has done better 
but not much. On average over the 
past five years, it has earned just 7% 
on its net worth. Its sales have gone 
nowhere, and its earnings have de- 
clined. 

Allis-Chalmers’ Stevenson, of 
course, is vulnerable in a way that 
Deere’s Hewitt is not. As well as 
making farm equipment, he produces 
heavy electrical equipment for utili- 
ties. Cutthroat pricing in that field 
has made profits all but disappear, as 
General Electric and Westinghouse 
will also testify. But somehow, even 
in the best of times, Allis-Chalmers 
just cannot seem to bank the kind of 
fat profits Caterpillar and Deere do 
even at their worst. 

What does it take to be a reliable 
breadwinner in the fluctuating capital 
goods business? Aggressiveness, for 
one thing. Where you have it, you 
have a bustling, growing business like 
Clark Equipment. Where you don’t, 
a sluggish outfit like Yale & Towne. 
Both have had the same opportunity 
in the materials handling business, 
catering to industry’s enthusiasm for 
mechanized cost-cutting. But the re- 
sults have been very different. Over 
the past five years, Clark has earned 
twice as much (16.2%) as Yale & 
Towne (7.9%) on equity. 





BOOM 
WITHOUT PROFITS 


Until late lost year the nation’s ex- 
penditures on plant and equipment 
continued to rise to record levels. 
But at the same time, low prices cut 
heavily into profits. 
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Aggressiveness is something Clark 
Equipment’s President George Spatta 
has plenty of. Do such outfits as In- 
ternational Harvester, Allis-Chalmers 
and General Motors’ Euclid division 
look like pretty big competition to 
buck’ in earth-moving equipment, 
which accounts for a bit less than one 
third of Clark’s sales? Not to hear 
George Spatta tell it. “It’s a $2-bil- 
lion market,’ he says, “and we can 
always fight people like Caterpillar 
and take away some of their busi- 
ness.” 


Padlocked? 


Spatta’s big rival in materials han- 
dling equipment is Yale & Towne, 
which depends on it for 70°, of its 
volume. President Gordon Patterson 
could take some pride in boosting 
Yale & Towne’s net margin last yea) 
from 3.5% to 3.9%. His builders’ 
hardware division, having moved from 
New England to the South, was be- 
ginning to atone for its doubtful past, 
which had won it a reputation in the 
trade for boggle and blunder. 

But Yale & Towne’s improvement 
has still not left Wall Street much 
impressed. Improvement had _ been 
long overdue, and earnings are still 
below par. Even now, Clark’s Spatta 
far outdoes Yale & Towne’s Patter- 
son in that key secret to eating well 
in the capital goods business: inven- 
tory control. Each dollar of Clark’s 
inventory, inflated as it was last year, 
supported about $3.40 in sales, Yale 
& Towne’s only $2.67. 

Inventory control is something that 
Ingersoll-Rand’s President Lester C 
Hopton has never had really to worry 
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about. Compared with other capital 
goods producers, Hopton’s invento- 
ries run fairly high: 27 cents worth of 
inventory for every dollar of sales, 
vs. only 18.lc for Crane, 16.6c for 
Blaw-Knox. But for the most part, 
Ingersoll-Rand  custom-tailors _ its 
pumps, compressors and rock-drilling 
equipment to customers’ specifica- 
tions; what it makes it sells. 

Last year Hopton might well never 
have known a capital goods recession 
was on. His sales actually rose. It 
was not very hard to see why. For 
Ingersoll-Rand capitalizes on one of 
the real secrets of making money in 
capital goods: selling efficiency. When 
industry feels the pinch, it wants to 
pull in its belt on costs. So one group 
of capital goods producers who make 
out are those who sell efficiency, not 
just more capacity. 

Nobody in the industry has mas- 
tered the trick of making out as well 
as Ingersoll-Rand. Over the years it 
has earned an average of 21.9c net 
profit on each dollar of equity, a 
return nobody else in the industry has 
come close to matching. 

What makes this all the more sur- 
prising is that a good portion of Inger- 
soll-Rand’s stockholders’ equity is 
working undertime, or not at all. At 
last report, Hopton was keeping near- 
ly half of his total assets in cash or 
equivalent: a whopping $100 million. 


But that’s the conservative kind of 
outfit Ingersoll-Rand is by nature: 
thrifty, debt-abhorring, reticent. 


Best-Laid Plans 


Another maker of pumps and com- 
pressors which chalked up a small 
gain in sales last year was Worthing- 
ton Corp. But in every other respect 
Ingersoll-Rand and Worthington could 
not be more different. Where I-R’s 
Hopton averaged 21.9% on _ stock- 
holders’ equity, Worthington’s Chair- 
man Hobart C. Ramsey had to be 
content with 10.3%. 

Worthington’s Ramsey, unlike Hop- 
ton, has not been at all loath to use 
available cash and stock to diversify. 
“Our plan,” he says, “has been to ex- 
pand through acquisitions that were 
not directly tied to the boom and bust 
cycles of capital goods.” 

Unfortunately, Ramsey’s_ efforts 
have not been exactly crowned with 
success. Early in the 1950s, Worthing- 
ton plunged enthusiastically into air 
conditioning which, with complemen- 
tary heating and refrigerating gear, 
now accounts for about 20% of sales. 
It has paid a heavy price for it in ex- 
treme dilution. Though corporate net 
rose 16° between 1955 and 1959, earn- 
ings per share actually dropped 
slightly. 

Contrary to Ramsey’s obvious ex- 
pectations, his air conditioning busi- 


ness has just not carried its weight. 
“There is plenty of volume available 
in air conditioning,” he says, “but 
earnings are entirely too close, and 
have been for two or three years.” 
Ironically, it was Worthington’s tra- 
ditional business, pumps and compres- 
sors, which produced its small gains 
last year. However, such was the poor 
state of its air conditioning business 
that net return on equity actually de- 
clined to about 7.2%. 


Belly-to-Belly 


When you are selling process equip- 
ment to the steel industry, as Blaw- 
Knox’ President W. Cordes Snyder 
Jr. does, you probably have to expect 
low returns. Big steel mill equip- 
ment takes costly facilities to pro- 
duce. So Snyder has probably not 
done too badly in averaging a 10.8% 
return on equity in the five years 
through 1959. 

Snyder admits, though, that he made 
a big mistake as 1960 began. He 
thought it would be a great year, an 
opinion in which he had lots of com- 
pany. “Because of our optimism,” he 
says, “we all got our fingers burnt 
last year. We had based our thinking 
on the expectation that the industry 
was going to shoot right through the 
sky for all of the 1960s.” 

He does not entertain such easy 
illusions any more. Says he: “Right 
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TRACTORS & EARTHMOVING EQUIPMENT 
Deere & Co. 13.0% 16.4% 
Caterpillar Tractor 12.8 12.2 
Allis-Chaimers 1.9 declined 


MATERIALS HANDLING EQUIPMENT 

Clark Equipment 18.0 16.9 

Yale & Towne 10.3 17.0 
PROCESS EQUIPMENT 

Ingersoll-Rand 

Crane Co. 

Biaw-Knox 


BUILDING EQUIPMENT 
American Radiator 
Carrier Corp. 
Worthington Corp. 5.4 
Otis Elevator 13.5 
‘OIL COUNTRY GOODS 
Dresser Industries 7.4 
TRANSPORTATION EQUIPMENT 
General Amer. Trans. 5.1 
Pullman 0.4 
Westinghouse Air Brake 11.5 
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now there is a need for belly-to-belly 
selling.” 

That is the kind of attitude that 
Thomas M. Evans has been taking at 
Crane Co. ever since he took over 
complete control in 1959. The big pro- 
ducer of valves, pipe fitting and 
plumbing fixtures had been flounder- 
ing, and Evans has a notable impa- 
tience with such ways. Predictably, 
he has cut hard and deep to get off the 
fat. 

Some of it has come out of sales, 
which Evans hacked down from $379 
million to $310 million in two years. 
A good deal of it has come out of 
inventories, which under Evans’ cold 
eye dropped from $88.6 million to 
$56.1 million in 1959. 

Evans also had no patience with one 
long-time Crane practice: selling the 
products of others to its own custom- 
ers. There wasn’t much money in it, 
so Evans has gone out and bought up 
companies of his own to replace this 
business. Thus last year Crane spent 
some $21 million for six companies 
producing valves, air conditioning and 
heating apparatus. 

Crane’s earnings, by any standards, 
are still not good. Even with Evans’ 
reforms, it recently has been netting 
only about 3.7% on_ stockholders’ 
equity. But nobody who knows Evans’ 
impatience with under-worked assets 
thinks he will long be content with 
anything of the sort. 


Unhappy Diversifiers 


Watered-down earning power also 
faces Joseph A. Grazier, president of 
American Radiator, just as it does 
Evans at Crane. Last year each dol- 
lar of American Radiator’s equity 
capital produced only about 4.9c in net 
earnings. To be sure, it was a bad 
year for suppliers of building equip- 
ment. Housing starts were down 
about 20°%. Yet American Radiator’s 
abilities as a money-maker have not 
been notable for a long time. Even in 
1959, when housing starts hit a rec- 
ord 1,553,500 it earned only 7.7% on 
its stockholders’ equity. 

It cannot be said that Grazier has 
failed to do anything about it. He 
has. Since sales of plumbing supplies 
are tied to building cycles, Grazier 
decided to diversify into capital goods. 
The rationale, as company brass ex- 
plain, was that “they always run in a 
counter cycle.” When one went up, it 
seemed, the other went down. 

It has not worked that way at all. 
In 1958 both cycles went down, and 
they were both down again last year. 
As a result, Grazier’s net profit mar- 
gin hit its lowest point in five years, 
a meager 2.1c on the sales dollar. Con- 
cedes Executive Vice President John 
C. Linsenmeyer: “We are very un- 
happy about our diversification.” 
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and Caterpillor Tractor 
made plenty of it. But 
American-Standard, Pull- 
man and Allis-Chalmers 
have failed to profit much, 
good times or bad. 








Another building equipment sup- 
plier with ample reason for unhappi- 
ness is Carrier Corp.’s flamboyant 
Chairman Cloud Wampler. “Residen- 
tial air conditioning,” Wampler keeps 
insisting, “is growing by leaps and 
bounds.” Maybe so, but you could 
never tell it by Carrier’s sales rec- 
ord. In the past five years, its average 
annual gain in dollar volume has been 
an anything but impressive 5.5%. 
Meanwhile earnings have steadily 
gone down, as they did again quite 
steeply last year. 

But then again, maybe Wampler is 
quite right after all. Air-conditioning 
rivals Fedders and Trane have indeed 
been prospering. 

The one standout among the build- 
ing equipment suppliers has been 
Otis Elevator. Only Clark has in- 
creased sales faster in the past five 
years. Only Deere has shown a better 
compounded rate of earnings growth, 
and Deere is a very special case. No 
major capital goods producer, how- 
ever, has been able to come anywhere 
close to Otis’ remarkable return on 
equity these past two years, which in 
1960 worked out to no less than 20.3“. 

To be sure, it is unlikely that Otis’ 
President LeRoy Petersen can keep 
it up. For the first time in seven years, 
earnings fell in 1960. Loss of its lu- 
crative contract to make pinsetters 
for Brunswick was a blow. But Otis 
still remains the most profitable of 
the capital goods producers. 


Sensitive Customers 


When there was money to be made 
in his business, Chairman H. Neil 
Mallon of Dresser Industries was a 
real master at it. But oil country 
goods has not been anything like its 
onetime self for some years now. 
Neither has Dresser, which last year 
probably earned no more than 7.8° 
on its common equity. Total net has 
fallen by nearly 60° since 1957. 

Mallon and President John B. 
O’Connor have been trying hard to 
reverse the trend. It is not likely, of 
course, that oil well drilling will soon 
regain its former activity. But Dresser 
is making “consumable” supplies an 


increasing part of its business. They 
now account for more than half of 
revenues. 

Rail equipment suppliers have 
hardly had a better time of it. Says 
Westinghouse Air Brake’s President 
A. King McCord: “The railroads are 
extremely sensitive in their buying.” 
They were last year, and Westing- 
house felt it in the form of fewer 
orders and a dropping return on 
equity (to 8.49). Construction equip- 
ment, another of McCord's specialties, 
was equally soft. “There was,” says 
McCord, “a general breakdown in 
price mainly at the dealer levels.” 

At diversified Pullman Inc., the 
world’s largest builder of railroad cars, 
the railroads’ thrifty ways did not 
hurt as much. President Champ Car- 
ry actually raised both his sales and 
earnings last year. But Pullman is 
notable for its relative inability to 
make its business really pay. For the 
past five years, it has earned only 
6.3, on stockholders’ equity. 


What Recession? 


The one railroad equipment sup- 
plier who seemed not to care at all 
about the economic weather 
General American Transportation 
Mainly a car leaser, it has prospered 
year in, year out. Thus last year, its 
volume reached a record high, as 
President Thomas M. Thompson 
pushed two specialized (his 
“Airslide” and “dry-Flo” models) 
which rent for two to three times as 
much per day as ordinary boxcars 

All in all, the year was a good 
test for the capital goods makers 
Some prospered despite the low orde: 
of industry’s capital spending. Some 
were hurt, but still produced respect- 
able earnings. Some were merely 
their normal, barely profitable selves, 
as they have been in good times and 
bad. 

Westinghouse Air Brake’s McCord 
probably sounded the keynote: “You 
really make money,” he said, “dur- 
ing recessions. You have to knuckle 
under and get some of the fat off. Then 
when business does turn up, you are 
in shape to benefit.” 


was 


cars 





This mark identifies modern, dependable Steel. Look for it on consumer products. 





Whether it jumps to make a discovery 
that’s out of this world, or sits down quietly 
to spend a century or two on atomic re- 


search, steel is the only material that has 


the strength and vigor to keep up with the 


reach of modern man’s mind. 

New Stainless Steels developed by United 
States Steel withstand the vibration and 
friction of unearthly speeds. New USS 
Steel Forgings shape atomic reactors and 
nuclear power systems. Look around. 
You'll see steel in so many places—build- 


ing strength. 
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You’re in touch 
around the globe 
with 


FIRST NATIONAL CITY BANK 


just one contact ' Member Federa! Deposit Insurance Corporation 


Plan to do more business in foreign lands? Then reach prospects everywhere, through your near- 
est First National City banker! Operating from our own Branches in 30 countries and through 
thousands of ccrrespondent banks covering every business area of the free world, a skilled Citi- 
banker will put the facilities of this world-wide organization at your fingertips. He’ll help you with 
facts from hundreds of thousands of international credit files... help you with Citibank’s 


vast experience which, since 1812, has been helping businesses like yours grow—everywhere. 


PARTNERS IN PROGRESS AROUND THE WORLD 
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PAPER & PULP 





IN THE MIDST OF PLENTY 


Recent history proves one thing: it takes contin- 
ual price increases to make papermaking really 


pay. 


When they can’t be had—as they couldn't 


last year—the papermakers’ earnings go to pot. 


Ever sINcCE 1956, their last big earn- 
ings year, the nation’s papermakers 
have been moaning about their “ex- 
cess capacity.” Maybe, though, you 
ought to take that with a grain of 
salt. Says one astute banker who is 
close to the industry: “For ‘excess 
capacity’ read ‘inability to force price 
increases.’ ” 

Actually, by the standards of any 
other industry, paper production real- 
ly was not low last year—except in 
newsprint. Over-all, the papermakers 
operated at no less than 92° or so 
of capacity. Most businessmen would 
regard a surplus margin of that di- 
mension as essential to adequate cus- 
tomer service. The papermakers, how- 
ever, have never been very long on 
that particular commodity. As a 
prominent economist put it recently: 
“Paper industry executives go a little 
crazy when they see an idle machine.” 


The Price Is the Thing 


They also go a little crazy when 
their prices don’t keep rising. Of 
course, they can't be boosted if poten- 
tial supply exceeds demand. That’s 
the current situation acutely 
in newsprint, less so in converted 
products (e.g., corrugated boxes, 
multiwall bags), about equally so in 
“coarse” papers (the raw material of 
board and bags), least of all in “book” 
(i.e., magazine and other fine) paper. 

Ironically enough, the papermakers’ 
plight is all of their own doing. Paper 
consumption has been growing fairly 
steadily at about 2.5% a year. But 
capacity has been growing at roughly 
a 3.8 annual rate. This is not a 
particularly new state of affairs: it 
started before 1956. Yet even after 
four years of acute unhappiness, the 
industry has not learned its lesson. 
Last year and this, capacity is being 
added at a rate of nearly 3% a year. 
Naturally, paper users find themselves 
in the driver’s seat for a change. 

Up until 1956, it was the paper- 
makers who had the whip hand—and 
they used it (ask any publisher). 
Since 1950, for 
prices have risen about $34 a ton—or 
about 34°. Yet only 50 cents of that 
increase has come since 1957. 

The two substantial price boosts last 
year were in multiwall bag prices, 
which were marked up about 8%, 
and in coated white stock, upped $10 


most 
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example, newsprint : 


to $12 a ton in January. That last is 
one reason why magazine paper pro- 
ducers don’t look so wan these days 
as some of their fellows do. 

Two big sore spots—newsprint and 
paperboard—remain to gall the in- 
dustry. Prices of both are under pres- 
sure. That is pretty easy to under- 
stand in newsprint, in which produc- 
tion last year ran at about 87°. of 
capacity, figured on a six-day week 
(though most mills run 
Paperboard mills, however, ran at 
around 92%, of capacity, and early in 
the year there were high hopes 
among the producers that they would 
be able to force a rise in price tags. 
But after operating between 96°, and 
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98% all through the first half, their 
ratios slipped downhill. 


No Sniffles 


Predictably, the producers of con- 
sumer paper products (towels, toilet 
tissue, facial tissue, paper napkins and 
sanitary items) were feeling no pain 
In fact, both of the majors—Scott 
Paper and Kimberly-Clark—handily 
boosted their earnings. 

The wonder of the year, as every 
year, was Scott Paper. On average 
over the past five years, it has netted 
14c on each dollar of stockholders’ 
equity—far and away the best return 
in the industry. Last year President 
Thomas B. McCabe boosted it to a 
probable 15.3c. With sales up 7‘ 
in the first nine months, McCabe's 
earnings rose a handsome 12%. And 
McCabe was “pretty sure” that the 
year would end in the same fashion 

Nearly 85°% of Scott’s output is ir 
the form of branded products such as 
toilet tissue, paper towels, facial tis- 
sues and napkins. Reported McCabe 
“In the final four weeks of the third 
quarter, more cases of Scott trade- 
marked paper products were shipped 
to the company’s customers than in 
any monthly accounting period in the 
history of the company.” 

There were no sniffles either at 
Kimberly-Clark, where Chairman 
John R. Kimberly has engineered a 
consistent recovery in profit mar- 
gins over the last 2% fiscal years. In 
fiscal 1960 (ended last April), Kim- 
berly was able to bring 7.7c on each 
sales dollar down to net, up from 7.1lc 
in fiscal 1958. Since then his margin 
has increased, bringing it to 7.9% in 
the October quarter 

John Kimberly cannot be expected 
to get anything like the 15.3% return 
on net worth Scott’s Thomas McCabe 
does. To be sure, Kimberly-Clark 
enjoys the same kind of dominance in 
sanitary wadding products (‘‘Kotex’’) 
and facial tissues (“Kleenex”) that 
Scott does in its lines. But consume: 
products like these produce only 60°, 
of its sales. Better than 25% of John 
Kimberly’s volume derives from peri- 
odical papers, on which the margin 
is lower, and specialty papers (e.g., 
cigarette papers) provide another 13°, 
or so of relatively less profitable sales. 
Just the same, next to Scott Paper, 
the Neenah (Wis.) papermake: 
boasted the highest net return on 
equity among the Big Ten paper- 
makers—a handsome 12.1%. 

Kimberly’s Kimberly is pushing a 
program to expand his capacity in 
coated printing papers, which will 
boost it about 18%. In all, he is spend- 
ing $40 million on expansion in fiscal 
1961. Some of it spilled over from last 
year, when demand was so heavy for 
his products that he could not afford 
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to shut down the machines that 


needed rebuilding. 
The Other Extreme 


Where consumer products produc- 
ers like Scott and Kimberly-Clark 
were riding high, the newsprint pro- 
ducers were riding low. Their pain 
was directly proportionate to their 
commitment in newsprint. 

Great Northern Paper, the largest 
domestic newsprint producer, showed 
gains—but they were only a recovery 
of previously lost ground. At the nine- 
month mark, earnings were up 75‘. 
But remembering the record $5.44 a 
share he had netted in 1956, President 
Manuel C. McDonald was not too 
happy about it. Last year’s probable 
net: $2.80 per share. 

McDonald has striven hard to re- 
duce his dependence on newsprint, 
and he has gotten results. Says he: 
“A few years ago, newsprint repre- 
sented just about all the business we 
had. Now better quality papers make 
up one fourth of our sales.” 

Newsprint overcapacity is also a 
headache for Robert Faegre, presi- 
dent of Minnesota & Ontario Pape. 
Co. It accounts for about 40% of 
sales. But Faegre’s earnings have 
never been under the kind of pressure 
McDonald’s have. A good 32% of his 
business is insulation board, which 
until last year enjoyed a lusty mar- 
ket. But with home building off in 
1960, sales from this source declined, 
and Faegre estimated last month that 
his earnings were hardly likely to 
improve on 1959’s $2.30 a share. 

All that aside, however, Faegre 
knows where he wants to put his new 
capital: into insulation board facili- 
ties, not newsprint. Right now, Faegre 
is in the midst of a $7-million program 
to double his insulation board divi- 
sion’s capacity. 

Anything which affects newsprint 
is bound to affect big International 


Ofey-j mM Olesshaneyl 


Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
year. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 
NET PROFITS AS % OF SALES 
Latest 
International Paper 10.4% 8.1% 7.4% 
Crown Zellerbach 10.1 é 7.4 
St. Regis Paper 7.4 ! 48 
Kimberly-Clark 8.5 d 8.0 
Scott Paper 8.6 . 8.6 
West Virginia Paper 8.9 44 
Mead Corp. 7.1 4.0 
Champion Paper 8.5 . 4.2 
Great Northern 8.9 . 4.3 
Minnesota & Ontario 10.2 7.0 
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Paper Co., the world’s No. One paper 
company. Anything that happens to 
almost a quarter of a billion dollars 
of sales—roughly International’s an- 
nual volume in newsprint—is no joke. 
It was less of a joke last year when 
another big part of Chairman John 
Hinman’s $1 billion-plus volume hit 
the skids—his big lumber business. 
With both pulp and timber operations 
dragging, International’s earnings fell 
12 in 1960's first nine months. That 
promised to reduce considerably the 
consistent luster of International’s 
return on equity—which had averaged 
11.8, in the last half of the 1950s. 
International’s brass, Hinman and 
President Richard Doane, meanwhile 
were earning high marks doing what 
many other papermen were only talk- 
ing about—avoiding new capacity. 
Cutting his spending plans well be- 
low the $100 million he had set for 
1960, Hinman decided not to add im- 
portantly to his capacity but concen- 
trate instead on making better use of 
what he had. With some 600,000 tons 


of his 5.3-million-ton capacity idle, it 
was a decision easily made. His plans 
for 1960: an increase of less than 2% 
in capacity. 


Squeeze Play 


At Crown Zellerbach, the nation’s 
second largest paper producer, Presi- 
dent Reed Hunt was counting on a 
different sort of squeeze play to pro- 
duce his company’s best profits since 
historic 1956. By adding not at all to 
his basic papermaking capacity, Hunt 
was able to step up production of 
paperboard and wrapping papers, thus 
making better use of his $535-million 
plant. It helped him improve profits 
5° to about $2.90 per share for the 
year. 

Meanwhile Hunt was working hard 
to boost derivative revenue. In Loui- 
siana he opened a dimethyl] sulphide 
plant to process waste from pulping 
operations into salable solvents for 
synthetic fibers and _ agricultural 
chemicals. And Crown Zellerbach’s 
first sawmill, opened at Columbia 
(Ore.) last year, also represents a 
squeeze play. Says Hunt: “It will use 
everything but the bark.” 

Altogether, Hunt cut his 1960 capi- 
tal outlays 11% from 1959, put virtu- 
ally none into newsprint capacity 
(about 23°: of the total). Instead, he 
converted one newsprint plant to pro- 
duction of higher-profit, double-coated 
printing papers. But newsprint is not 
anathema to CZ’s boss. Dominating 
the West Coast paper market, he is 
considering building a new newsprint 
plant near Denver to serve the pro- 
tected Rocky Mountain area. 


Indigestion 


By all odds the biggest disappoint- 
ment in the industry last year was St. 
Regis. Early last year Chairman Roy 
K. Ferguson predicted a 20% rise in 
1960 earnings. Instead they fell a good 
30°,. 
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International Paper 8.6% 6.0% — declined 18.4¢ 118% 92% 
Crown Zellerbach 6.5 42 ; 17.4 11.7 10.7 90.9% 9.0 
St. Regis Paper 18.8 13.8 17.4 10.0 7a 16.2 —12.1 
Kimberly-Clark 12.2 94 ; 16.2 11.8 12.14 54.0 11.4; 
Scott Paper 5.4 6.7 : ; 21.3 14.0 15.3 101.3 9.5 
West Virginia Pulp & Paper 7.1 3.2 declined ; 17.2 8.7 6.3 —138.6 2.5 
Mead Corp. 21.7 18.6 3.5 16.3 11.3 8.8 19.7 6.0 
Champion Paper & Fibre 7.6 5.1 declined 18.8 11.4 8.4+ —212.2 —2.9; 
Great Northern Paper 5.2 3.4 declined 13.8 4.7 4.1 —99.7 70.8 
Minnesota& OntarioPaper 4.6 3.2 declined 13.8 8.6 7.3 —100.0 35 


Key for numbered footnotes, page 111. *Net income increased; net per share declined. {1960 fiscal year. 
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Roy Ferguson laid the blame to 
massive price-cutting in multiwall 
bags and kraft paper, which account 
for some 35° of his volume. But the 
simplest diagnosis seemed to be: in- 
digestion. 

In the five years through 1959, Fer- 
guson had acquired no less than 18 
companies. He had paid for them in 
stock, increasing the amount outstand- 
ing by roughly 50°,. Not content with 
that, last year he picked up four more 
companies, two of them converters, 
at a cost of another 950,000 shares 
and has offers outstanding for at 
least six more. By last fall, the 
strain of this huge diet seemed to 
be too much for even the St. Regis 
constitution. 

There did seem to be talk around 
Ferguson’s Manhattan headquarters 
of St. Regis producing its way out of 
its difficulties. “Any, and I mean any, 
overcapacity is serious around here,” 
observed one Ferguson aide. But 
dumping hardly seemed to be the 
answer. 


Dashed Hopes 


Two other clearly disappointed 
papermen last month were West Vir- 
ginia Pulp & Paper’s President David 
L. Luke and Champion Paper & Fi- 
bre’s new President Karl R. Bendet- 
sen. Neither showed anything like 


their expected earnings. 


At West Virginia, Luke had been 
counting on 1960 to be his “break- 
through” year. Since 1957 he has 
poured $142 million into a plant mod- 
ernization program, in the process 
tripling his long-term debt (to $66 
million). So far, as expected, all 
that he has gotten for his pains have 
been big start-up and conversion 
costs. But he had hoped that by 1960 
he would be showing an enhanced 
earning power. Instead, although 
Luke’s six mills operated at 96% of 
capacity and sales rose 8%, in his fiscal 
year ended Oct. 31, net fell 6.4% (to 
$2.07 a share). Further, Luke’s profit 
margin (a respectable 8.9% in 1955) 
fell to 4.4°% in 1960. Says Luke of his 
program: “We are not satisfied with 
the results, but we are satisfied with 
the progress we are making.” 

Yet, at most, it was probably only a 
delay. From here on out, West Vir- 
ginia’s capital outlays will drop 
sharply. New operations, which have 
penalized earnings, will henceforth en- 
hance them. Says Luke confidently: 
“Our growth should be 25% to 50% 
greater than the average for the in- 
dustry.” 

At Champion, Bendetsen, a new- 
comer to the paper industry, had the 
look last year of a man who had 
walked in on more than he had bar- 
gained for. Said he: “It just does not 
make sense to have to operate at 100% 
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Identical gains in production (19%) 
since 1956, have lead earnings of 
tissue producers and newsprint 
producers in entirely different 
directions 





% Gain or Loss (1956-60 
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Mae Profit 





“Scoft Paper. Kumberly-Ciark 
tGreat Northern: Minn. & Ontario 


of capacity to make a living.” Adds 
he: “This emphasis on operating rates 
is something I want to get rid of, and 
I am going to do it. We are switching 
our philosophy of good performance 
here from a production objective to 
an earnings objective, from a quanti- 
tative-to a qualitative goal.” 

He made it clear too that Champi- 
on’s future is not limited to fine white 
papers (80°, of revenues) or paper- 
board (167). In fact, he hints, Cham- 
pion may diversify itself well beyond 
the paper business. One current not- 
so-radical project: coating paper and 
board with plastic, about which Ben- 
detsen is “very enthusiastic.” 

Very enthusiastic also describes the 
way Mead Corp., traditionally a maker 


tee. 


of fine white coated papers, has 
plunged into paperboard. In just the 
past four years, President Donald 
F. Morris has built up a $100-million 
a-year packaging business (in paper- 
board and converted products). It 
cost him $72 million to do it, but it 
has worked wonders for Mead’s sales 
which have more than doubled since 


1955. 


Watered Earnings 


It has done less for earnings, which 
are still somewhat below 1956's on 
roughly 70% higher sales. And be- 
cause of the dilution involved, the 
effect on per share earnings has been 
severe. Since their 1956 high, they 
have fallen from $3.68 to $2.63 in 1959, 
probably a shade lower last year. On 
sales up 4% in 1960's first nine months, 
earnings fell 5%. 

Actually, however, Mead’s Morris 
is now in a rather enviable position 
His 17 container plants can consume 
about 80°, of his primary paperboard 
output. That leaves him with only 
20°% to throw on the untender mercies 
of the open market. And early this 
year, when he completes a $30-million 
expansion program which will double 
capacity at his Brunswick (Ga.) mill 
(jointly owned with Scott), his money 
needs will probably drop sharply. 

The reason is simple: Mead 
has, over much of its product mix, the 
capacity it will be needing up through 
the mid-1960s. So Morris’ big em- 
phasis reportedly is turning into re- 
search, where he has high hopes of 
finding new ways to upgrade pape! 
into high-margined packaging and 
other products. And no one needed 
a boost in net margins like Morris 
At 4% last year, Mead ran last among 
the major companies. 


now 


PAPERMAKING WINDUP AT CHAMPION PAPER & FIBER PLANT: 
while plant capacity was rising, prices and profits were not 











New Jersey's population of 6,066,- 
782, according to the 1960 Census, 
shows a growth of 1,231,453 over 
the 4,835,329 counted in 1950, or an 
increase of 25.5°/o. Gainful employ- 
ment increased from approximately 


1,600,000 to 2,000,000 or about 25°/o. 


Revenues of Public Service Elec- 
tric and Gas Company, serving elec- 
tricity or gas, or both, in communities 
with nearly 80°/o of the state's popu- 
lation, increased during that period 
from $186,000,000 to $395,000,000%*, 


or 11 2°/o. 


During the ten-year interval the 
Company has spent $1,042,000,000 
for new facilities to keep ahead of 
the demand for those twin servants 


of Man — Electricity and Gas. 


Those prognosticators of the fu- 





ture — such as the Regional Plan 
Association — tell us that the state 
can expect even greater growth. For 
instance, Regional Plan estimates the 
population increase for 8 northeast- 
ern counties of the state during the 
next 15 years to be 2,373,000, up from 
4,041,000 in 1960 to 6,414,000 with 
2,293,600 job opportunities in 1975. 


We have reason to believe that 
large increases in population and job 
opportunities in other counties of the 


state will be substantial. 


Public Service Electric and Gas 
Company is building for this growth 
and we intend to fulfill our respon- 
sibility by having adequate Electric 
and Gas service for the new indus- 
tries that are bound to come, and 


for the employees they bring. 


*(11 months actual —1 month estimated) 








( PUBLIC 


QQSERVICE | 











y, 








FORBES, JANUARY 1, 1961 





DRUGS 


TROUBLE AHEAD? 


lal . 
OE, URS 4 titel 


After a spectacular seven-year advance, the ethical drug 


business began to falter last year. 


It wasn’t so much 


that profits were down as that research and sales develop- 
ments held some ominous implications for the future. 


Ir wasn’t that 1960 was a bad year 
for the drugmakers. As a matter of 
fact, 11 out of the top 15 drug com- 
panies improved their earnings over 
their 1958-60 averages, and returns on 
stockholder equities ran as high as 
20% and better (Mead Johnson 
earned a surprising 47.7%). 

Nevertheless, a witch’s cauldron of 
troubles was bubbling for the makers 
of ethical (i.e., prescription) drugs. 
The most publicized trouble was be- 
ing stirred up by Congressional in- 
vestigations and public complaints 
about the high cost of prescriptions. 
But other at least equally serious 
problems were brewing. 

Research, one of the industry’s 
major cost items (see table, p. 60), 
showed clear signs of reaching a point 
of diminishing returns. Ethical drug- 
gists have always counted on research 
to come up with that hot new item 
which would give them a short but 
highly profitable period of competi- 
tion-free, high-priced sales in at least 
one product. But research spending 
no longer seemed to work its old 
magic. Complained Merck & Co.’s 
President John T. Connor: “There 
have been practically no research 
breakthroughs, and sales growth can 
now be measured in terms of the 
population growth.” 

Added Connor: “The cost of re- 
search, however, doesn’t go down, and 
so we've been caught in a profits 
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squeeze.” That was already beginning 
to be noticeable last year in Merck’s 
case. Although its sales were about 
the same as in 1959, earnings were 
running some 11% behind at the 
nine-month mark, and Merck was on 
its way to the first earnings decline 
in seven long years. 

Like its competitors, Merck last 
year found no sensational new drugs. 
Not because Merck and the other 
drugmakers had stinted on research. 
Quite the opposite. Industry research 
outlays, at an estimated $215 million, 
were considerably higher than the 
year before and took a sharp 8.5-cent 
bite out of every drug sales dollar. 


Profitability Attracts Competition 


Most discouraging of all, the dimin- 
ishing returns in research seemed 
likely to be a permanent thing. Eli 
Lilly’s President Eugene N. Beesley 
authorized a 1960 research budget of 
10% of sales, but did not expect 
any dramatic financial results. “It’s 
most likely,” he pointed out, “that 
some of the scientific breakthroughs 
that will be most significant from a 
life-saving view may be of much less 
significance from the point of view 
of financial return to the company and 
its shareholders. Cancer, for instance, 
will require multiple products to treat 
different types, and no single product 
will have a tremendously big market.” 

Failing any major research break- 


throughs, competition on older drugs 
looked likely to go on taking eve. 
deeper bites out of profits over the 
next few years. Especially was this 
so in view of the competitive situation 
The very profitability of the industry 
had invited competition. 

Nor was it minor league 
tion. It was coming 
manufacturers of proprietary (i.e 
over-the-counter drugs). President 
Frederic N. Schwartz’ Bristol-Myers 
for example. Bristol-Myers was long 
known chiefly for such proprietary 
products as Bufferin and Bromo-Qui- 
nine as well as Ipana toothpaste and 
Mum deodorant. But B-M has been 
moving aggressively into ethical drugs 
as well. 

“The particular glamour of ethical 
drugs,” says Bristol-Myers President 
Schwartz, “is that you engage in so 
much research that you stand a 
chance of turning up a tremendously 
profitable market.” Schwartz’ own 
appetite had been whetted by the 
success last year of Syncillin (syn- 
thetic penicillin) which played a big 
part in raising Bristol-Myers’ earn- 
ings from $1.70 per share in 1959 to 
an estimated $2.10 in 1960. 


competi- 


largely from 


Direct to Druggists 


The increased competition last yea 
was forcing oldline drugmakers to 
take a hard, new look at their tradi- 
tionally leisurely, high-cost sales 
methods. Where such companies as 
Lilly, Upjohn and Smith Kline & 
French have traditionally directed 
their sales pitches to doctors, the pro- 
prietaries tend to work on the drug- 
gists, their traditional customers. 

The whole selling situation was get- 
ting tougher. That seemed to bothe: 
some companies more than others. 
“We put,” says American Home Prod- 
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ucts’ Chairman Alvin G. Brush, “more 
emphasis on selling than some of our 
competitors do and when the chips 
are down, that’s what counts.” It 
certainly counted last year. At a time 
when much of U.S. industry was suf- 
fering from a profits squeeze, AHP 
pushed its earnings ahead an estimat- 
ed 2% over 1959 and earned a fat 
36% return on its stockholders’ equity. 
But not all drugmakers took as kindly 
as AHP to the changing sales tech- 
niques. 

Public and Congressional com- 
plaints about high drug prices also 
were hurting many of the ethical drug 
manufacturers. Increasingly cost- 
conscious, customers were tending to 
ask for drugs by a generic name 
rather than a brand name. Schering 
particularly felt that last year. “At 
the moment,” conceded a spokesman 
for Schering President Francis Cabell 
Brown, “we have a losing share of the 
corticoid market because of generic 
name-prescribing by doctors.” 


‘ Profits in Ethicals 


Against these ominous—if not yet 
severe—problems, the prescription 
drug companies with a sideline in 
ethicals were in a stronger position 
than the purely ethical drugs firms. 
“You have to remember,” says Sterling 
Drug’s President John Mark Hiebert, 
“that we have a basic business in 
proprietaries and any breakthrough 
in ethicals means profits.” Sterling’s 
sales of Bayer Aspirin, Phillips Milk 
of Magnesia, Dr. Lyons Tooth Powder 
and the like are constantly high and 
stable in price. Thus, no matter what 
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The strictly “ethical” producers 
take their research outlays in 
large doses—more so than in 
any other industry. But the re- 
sults are highly uncertain, as their 
varying profit margins show: 
——— % of Sales —— 
Net Profit 
Margin 


(latest 12 
months) 


Research 
Budeet 
(est. 1960) 
Abbott 5.7% 9.8% 
Eli Lilly 10.0 11.4 
Merck 9.0 13.2 
Parke, Davis 5.0 15.6 
Chas. Pfizer 5.5 9.8 
Schering 9.5 11.2 
Smith, Kline 9.0 16.6 
Upjohn 97 14.0 


Company 











happens to the 34% of its business 
that is in ethicals, Sterling can count 
on a good year. A company solely in 
ethicals has no such cushion: an 
antibiotic can sell as high as $10 
one year and drop to $2 a few years 
later. 

Ironically, too, last year the real 
sales discoveries were made by pro- 
prietary companies rather than old- 
line ethical producers. Richardson- 
Merrell, famed for its Vick propri- 
etary products, came up with MER29, 
an anticholesterol aimed at heart 
disease. Mead Johnson, famed for its 
infant foods, had a fantastic success 
with its weight-control Metrecal, 
which continued to boom along even 
with all kinds of competitors and 
imitators jumping into the field. 

It was not surprising, therefore, that 


most straight-line ethical producers 
were facing earnings declines. By 
contrast, the proprietary producers 
actually edged earnings ahead. 

An exception among the ethicals 
was Parke, Davis, whose antibiotic 
Chloromycetin was selling at a rate 
15% higher than in 1959, when it 
already accounted for 40% of PD's 
total volume. At the nine-month 
mark, President Harry J. Loynd re- 
ported that earnings were up 1.3% 
on a 7% rise in sales. 

Another exception was Charles 
Pfizer & Co., but much of Pfizer's 
increase in earnings (about 6% on 
a 7% increase in sales) came from 
higher foreign dividends. Pfizer’s 
President John E. McKeen, in fact, 
had some cautionary words for stock- 
holders. “The year 1960,” said he, “has 
been a problem year for most of us in 
the drug business. During 1961 for- 
eign and domestic competition is 
going to be even tougher.” 


Earnings Drop 


If Pfizer and Parke, Davis had been 
able to put off the fiscal effects of 
1960’s troubles, most of the others 
had not. Eli Lilly’s per share earn- 
ings dropped from $2.93 in 1959 to 
an estimated $2.40 in 1960, continuing 
a three-year downtrend brought about 
in large part by the exhaustion of its 
market for Salk yaccine and reduc- 
tions of 15% to 25° in the price of 
antibiotics. Others suffering marked 
decreases in earnings last year: Ab- 
bott, Schering, Merck, Upjohn. 

In the past, research has usually 
been able to pull drugmen out of 
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ETHICAL DRUGS 





Chas. Pfizer 9.6% 9.0% ; 

Eli Lilly & Co. . 10.3 14.6 5 15.6 
Merck & Co. ' 12.1+ 15.7+ . 18.0 
Parke, Davis 22.0 24.1 ' 19.4 
Upjohn j 18.0 19.4 i 17.3 
Abbott Laboratories 6.8 8.7 8.4 ; 15.5 
Smith Kline & French 15.6 21.8 21.9 37.3 
Sci.ering** 3.8 declined declined 27.2 

PROPRIETARY DRUGS 

American Home Products 15.7 
Sterling Drug 49 
Warner-Lambert 8.9 
Bristol-Myers 16.1 
Mead Johnson 11.1 
Richardson-Merrell 12.7 
Norwich Pharmacal 14.4 


Key to numbered footnotes, page 111 


12.4 
17.0 
22.3 
17.9 


22.1 
29.1; 
34.2 
25.8 
13.6 18.4 
33.0 39.3 
16.9 : 0 


33.3 36.4 
25.2 28.6 
23.3 20.1 
16.4 24.1 
16.6 47.7 
17.6 21.8* 18.5 
23.8 27.4 31.6 


**Latest three years; not previously consolidated 


45.4 
22.5 
20.5 
29.4 
20.5 


18.8 


*1960 fiscal year. *Latest four years 
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Cost Control 


Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
yeor. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 

NET PROFITS AS % OF SALES 


Latest 
1955 1959 12months 
94% 


98% 98% 
11.5 


12.5 11.4 
Merck 10.8 13.8 13.2 
Parke, Davis 11.5 16.2 15.6 
Upjohn 12.1 14.8 14.0 
Abbott Laboratories 10.6 10.6 98 
Smith Kline & French 17.3 18.5 16.6 
Schering 170 47 11.2 
Amer. Home Prod. 8.7 1.1 10.9 
Sterling Drug 10.1 10.0 10.1 
Warner-Lambert s 9.0 8.5 
Bristol-Myers ‘ 6.8 NA 
Mead Johnson : 92 12.4 
Richardson-Merrell 10.6 1.1 
Norwich Pharmacal 12.7 12.6 

NA—Not available 


Company 


Chas. Pfizer 
Eli Lilly 











such problems. This time it may well 
be different. Yet another caveat 
against the illusion that research in 
itself could prove a cure-all for what 
ailed the ethical drug industry was 
voiced by Chairman Elmer B. Vliet 
of Abbott Laboratories. Abbott made 
an early killing with innovations in 
penicillin derivatives and vitamins 
but has been buffeted hard by com- 
petition in the past few years. 

“It’s difficult to predict how well a 
new drug will be accepted, how long 
it will be used,” said Vliet, “or how 
soon it may be dropped. Some like 
Pentothal (for deep anesthesia) re- 
main a drug of choice for decades. 
Others, like cortisone, are, rapidly 
replaced by closely related drugs that 
prove better.” 

Competition, in other words, is con- 
stantly bumping one product from 
profitability and replacing it with an- 
other. Rare indeed is the ethical drug 
that can go on year after year pro- 
ducing profits as Sterling’s Bayer As- 
pirin or Norwich’s Unguentine does. 
With 1,300 drug companies in the field, 
28 of them shared 90% of the market 
last year. But none of the 28 could 
scoop up more than 10% of the total 
volume. 

Competition by foreign invaders, 
such as the Swiss companies, Hoffman 
La Roche and Ciba, has been heating 
up, too. Hoffman’s new tranquilizer, 
Librium, cut sharply into sales of such 
homegrown pills as Carter Products’ 
Miltown and American Home Prod- 
ucts’ Equanil. Disclosure that the 
Veterans Administration and other 
government agencies had spent $82.5 
million (3% of the national sales vol- 
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ume) on low-cost foreign drugs 
(sometimes selling at only one quarter 
the price of comparable U.S. prod- 
ucts) was a harsh blow at the domestic 
companies’ self-esteem and also at 
their profits. 

On the other hand, without their 
own increasing sales abroad, the ethi- 
cal companies would have faced even 
steeper declines in profits in 1960. 
Foreign sales ranged from Upjohn’s 
10% of total volume to Chas. Pfizer’s 
hefty 39%. 


Neutralizing Competition 


So long as research breakthroughs 
were likely, the effects of competi- 
tion on over-all profits could be neu- 
tralized. One such breakthrough, for 
example, was the one in hormones 
that transformed Schering from a 
$46-million (sales) outfit in 1955 to 
an $81 million one in the short space 
of just two years. 

But last year it was those very 
companies that had derived the bulk 
of their prosperity from breakthroughs 
in only a few drugs which suffered 
most. An example was Schering. 
Schering gets 30° of its sales volume 
from steroids. Against a previous 
three-year average return on book 
value of 27.2%, Schering slumped to 
16.9% last year. Smith Kline & 
French counts on central nervous aids 
for 50% of its sales. SKF’s decline 
was four percentage points from an 
average of 37.3% for the previous 
five-year period. 

There was a happier look across 
the broad spectrum of the proprietary 
companies, with the possible excep- 
tion of Warner-Lambert, maker of 
Listerine and Bromo Seltzer. W-L 
anticipated a slight decline in profits 
on a sales increase (4.8%) which 
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was below that of any of the other 
proprietary producers! 

But the remainder of the proprie- 
taries all showed gains in earnings, 
sales and return on equity. Little 
Norwich Pharmacal, with a 15%, rise 
in sales (to $46 million), led the pack. 
Norwich found its nitrofuran anti- 
bacterials a substantial money-making 
adjunct to its Pepto-Bismol. 

No one else could match Norwich’s 
relative performance. But on the rec- 
ord for 1960, it looked very much as 
though those proprietaries which kept 
a balance between their ethical and 
over-the-counter products and held 
research expenditures to a level con- 
sistent with sales, would ride the wave 
of the future more comfortably than 
the drugmakers who specialize in 
ethical products. 

The year ahead boded ill, unless 
multimillion-dollar research expendi- 
tures were rewarded by new and 
readily marketable discoveries. Ab- 
bott’s sage Elmer Vliet might com- 
plain that it wasn’t fair of the Ke- 
fauver Senate subcommittee, when 
“earnings of 10% to 15% on sales were 
made to seem like greedy gouging.” 
But the bitter pill the industry had to 
swallow was that headlines reporting 
markups of 7,000% didn’t make good 
reading for a growingly sceptical pub- 
lic. 

Doctors, too, were becoming restive 
at the drug companies’ practice of in- 
troducing new pharmaceutical prod- 
ucts that were really variations on an 
original theme. Wonder drugs ceased 
to be wonderful, when there were so 
many of them on the market with very 
little to choose between them. “Phar- 
macist, heal thyself,” might well be 
the medical profession’s prescription 
in 1961 for what ails the drug industry 


onl - , 
PFIZER RESEARCH CHEMIST AT WORK ON CHEMICAL MEASUREMENTS: 


in search of new miracles 
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The Periodic Table lists all the known elements of the world we live in... more than half of them used by Union Carbide 


This is the world of Union Carbide 


... bringing you a steady stream of better products from the basic elements of nature 


You’re probably one of the millions who have used such Union 
Carbide products as PRESTONE anti-freeze, EVEREADY flashlights and bat- 
teries, or Pyrorax bottled gas. But the major part of Union Carbide’s output 
is in basic materials, employed by more than 50,000 industrial customers to 
fill your life with useful things. 


The 70,000 people of Union Carbide operate more than 400 
plants, mines, mills, laboratories, warehouses, and offices in the United States, 
Canada, and Puerto Rico. With these vast resources and skills, and the help 
of 35,000 suppliers, they create a variety of products in the fields of metals, 
carbons, gases, plastics, and chemicals. 


It is men and women working together to provide new and 
better materials that gives full meaning to Union Carbide. And the people 
of Union Carbide, backed by 128,000 stockholders, will go on bringing you 
the necessities and conveniences that will help keep our standard of living 
the highest in the world. Periodic Chart ©Welch—Chicago 


The terms “Eveready,” “Prestone,” “‘Pyrofax,”” and “Union Carbide” are trade marks of Union Carbide Corporation. 
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Learn more about the products of 
Union Carbide and its work in 
atomic energy. Visit the science 
exhibit at 270 Park Avenue, New 
York, or write for booklet “‘The Ex- 
citing Universe of Union Carbide.” 
Union Carbide Corporation, 270 
Park Avenue, New York 17, N. Y. 
In Canada, Union Carbide Canada 
Limited, Toronto. 
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RETAILING 


THE TREADMILL RUNS FASTER 


Retailers had a fairly good year in terms of sales. 
But when you’re caught in a merciless squeeze 
on profit margins, fairly good is not enough. 


ON THE treadmill that is retailing, most 
shopkeepers have found that they 
have to sell more goods with each 
successive year in order to come out 
as well as they did the year before. 
As the chairman of a big department 
store chain puts it: “Our profit mar- 
gins are very stable as long as volume 
continues to expand.” 

But what happens when volume 
fails to expand? What happens in a 
year when sales fail to hit a new rec- 
ord? Last year many major retailers 
had the misfortune to find out. At 
the nine-month mark, for instance, 
Gimbel Brothers had just managed to 
hold sales about level with the year 
before ($279.5 million vs. $277.8 mil- 
lion in 1959). But consider what hap- 
pened to Gimbel’s earnings. They 
dropped 7.1% to $2.23 a common share. 
May Department Stores was another 
major chain which sold about the 
same dollars’ worth of goods as the 
nine months before. This “stability” 
cost May a 14.5% decline in earnings. 

Hence the treadmill. The trouble 
with the retailers has been that over- 
head keeps rising. New stores have 
to be opened. Old ones have to be 
refurbished or scrapped—all at con- 
stantly rising costs. Wages keep go- 
ing up. So do advertising costs and 
other services shopkeepers might buy. 

But with competition from discount 
houses and other rival retailers con- 
stantly rising too, it is difficult to pass 
the higher costs on to the customers. 
Thus let the sales curve so much as 
falter, and earnings plummet—as they 
did for Gimbel’s and May last year. 

Last year higher sales were not easy 
to come by. Right up until the end of 
March, winter storms dragged on 
throughout much of the U.S., and the 
customers cowered behind their storm 
windows. No sooner did nature let 
up than economics bore down on the 
retailers. Industrial output and em- 
ployment began to slip; that meant 
fewer dollars in customers’ pockets. 
Disappointing sales, in turn, meant 
costly, overburdened inventories. 

To top things off, a cool summer 
slowed the sales of such typical sum- 
mer merchandise as warm-weather 
clothing and sports goods, and an 
ultra-mild fall cut into the sale of 
winter clothes and the like. 

Under these conditions it was not 
impossible for a retailer to boost his 
total sales. Federated Stores, for one, 
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did so. The owner of such stores as 
Bloomingdales and Filene’s of Boston, 
Federated raised sales 5% in the first 
nine months to $529.4 million. But it 
paid dearly for those extra sales. It 
required more advertising dollars to 
pull the customers in. It took special 
sales and markdowns to get them to 
buy. Federated’s earnings fell 2.8% to 
$1.04 a share, and its net margins, 
traditionally the best in the business, 
fell from 4.5% to 4.3%. 

Even mail-order colossus Sears, 
Roebuck, which boosted sales nearly 
3% to $3.16 billion in the first nine 
months of 1960, was caught in the 
same vicious cycle: needing higher 








OVERLOADED 
SHELVES 


Expecting a big year, most U. S. 
storekeepers built up their inven- 
tories. Sales were disappointing. 
Hence the vital inventory-to-sales 
ratio rose above year-earlier levels 
and profit margins were further 


burdened. 





Source: Federal Reserve Bulletin * Preliminary 





sales to keep profit margins steady, it 
had to cut the margins to get the sales. 
Sears’ net tumbled 8.8% to $1.55 a 
share. 

May’s 14% fall in profits would have 
been steeper but for one thing: Presi- 
dent Morton B. May’s big suburban 
expansion. Throughout the U.S., sub- 
urban store sales have been gaining 
rapidly at the expense of downtown 
department stores. During the year 
through Jan. 30, 1960, branch store 
sales gained 12% over the year earlier, 
department stores just 2%. In the 
first six months of 1960, branch store 
sales were up 7.8%, while depart- 
ment store sales barely stayed level. 
May has taken full advantage of the 


trend: last year over 43% of its vol- 
ume came from suburban stores, one 
of the highest ratios in the business. 

With 95% of its sales in soft goods 
such as apparel, J.C. Penney is usu- 
ally shielded to some extent from the 
ups & downs of the economy. Rea- 
son: soft goods are normally the last 
thing people cut down on. But last 
year even a 1.7% gain in sales to $609.3 
million in the first six months couldn't 
save Penney’s earnings. Its heavy de- 
pendence on clothing sales had actu- 
ally made it all the more vulnerable. 
Who wanted to buy summer clothes 
when the air was chilly, or warm 
winter clothing in the mildest of fall 
weather? It was only by dint of heavy 
advertising that Penney could tempt 
shoppers into its stores. Penney’s 
earnings took a bad 15.2% tumble to 
67c a share. 


Quality Counts 


But there was, it seemed, one way 
of prospering in the retail business 
in 1960. In spite of the recession, 
the customer seemed to place a pre- 
mium on quality. Somewhat belated- 
ly in many cases, many retailers were 
busily revamping their stores to carry 
high-margin quality goods. Allied 
Stores was one. “We're upgrading our 
lines, both apparel and furnishings,” 
declared President Theodore Schle- 
singer, “particularly top-grade wom- 
en’s fashions—that’s where the really 
big markups are.” Even low-price, 
high-volume Penney was moving into 
quality goods, such as higher-priced 
women’s dresses, leather goods and 
furniture. In Allied’s case, however, 
the move came a little late; net 
slumped 36° on virtually level sales. 

Those ahead in high-priced goods 
fared better. “My experience this year 
has been that people have been 
trading up,” mused one store manager. 
“For instance, when the economy 
falters, the woman who used to buy 
two $20 dresses will buy one $40 
dress—a basic black—because she 
feels she may have to wear it a long 
time.” Needless to say, she preferred 
to buy it in spanking new suburban 
stores or luxurious, sophisticated 
downtown department stores rather 
than in the same old $20 dress shop. 

One retailer to benefit in part from 
the trend to quality goods was Gim- 
bel’s. Its posh Saks Fifth Avenue 
chain was selling just the high-mar- 
gin, luxury-priced wares that the 1960 
customer was searching for. Unfor- 
tunately, however, down on Manhat- 
tan’s Herald Square, Gimbel’s was 
competing with Macy’s for the bar- 
gain-hunting dollar also. 

High-quality merchandise and ele- 
gant stores helped Chicago’s Marshall 
Field weather 1960’s storms. Earnings 
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per share were actually up 0.5% in the 
first nine months (to $2.01). But even 
Marshall Field had only boosted earn- 
ings per share by buying in half its 
preferred stock. With reduced pre- 
ferred share requirements, a 3.1% drop 
in earnings to $4.1 million was trans- 
lated into a gain on each common 
share. Even so, Marshall Field came 
through better than most. 


Macy's Paradox 


Cost Control 


Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
year. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 


NET PROFITS AS % OF SALES 
Latest 














bered its glossy new outlets. What- 
ever benefit Ward got from its new 
outlets was more than canceled out 
by the old. Meanwhile, store-opening 
costs continued to take their toll. On 


a 2.8% rise in nine-month sales, 
Ward’s net was halved to $9.2 million. 

Allied Stores, too, had lagged for so 
long that President Theodore Schle- 
singer’s best efforts to draw the cus- 
tomers were not enough to save its 


Company 1955 1959 12months profits. Unlike Federated, which is 
Paradoxically, however, the year's yy 38% 3.6% NA never content unless it can be the 
biggest gain was scored by Macy’s, a May Dept. Stores 38 35 42% dominant store in a community, Al- 
specialist in lower-priced merchan- Federated Dept. Stores 4.1 aa lied had been satisfied to be the less- 
dise. Macy’s owed much of its gains Allied Stores 24. 2: 19 than-leading store in many cities. 
to credit. Late in 1959 it finally in- Gimbel Bros. 2.1 24 22 Admitted Schlesinger ruefully last 
stalled a new credit scheme of a scope R. H. Macy 19 17 17 year: “The days when a city could 
that rival Gimbel’s had already had Marshall Field 3.7 3.9 3.8 support the fourth, fifth and sixth 
in operation for some time. Another Sears, Roebuck ow 64 stores in town are over. That was 
clue to Macy's relative success last ] “ontgomery Word - | before suburban development.” Al- 
year was the large slice of its sales— lied’s big earnings drop brought its 
up to nearly 45% from 1959’s 40°, — net profit margin down to 1.9%, well 
which it owed to suburban stores. big mail-order rival, Montgomery under 1959’s meager enough 2.1%. 


Like May, Macy’s cashed in on the big 
sales increases and high profitability 
of shopping center outlets. 

For the nine months to October 31, 
Macy had scored the only earnings 
plus among the nation’s leading stores: 
a solid 7.3% rise (to $1.75 a share) on 
a 7.8%. sales rise (to $353.2 million). 
But Macy’s still has far to go. “Cer- 
tanly we did well last year,” says 
Chairman Jack I. Straus, “but, as 
everyone knows, we were starting 
from a much lower base than most 
other retailers.” Even with 1960's bet- 
terment, Macy’s profit margin stayed 
put at 1.7 cents on the sales dollar, 
compared with Federated’s 4.3c or 
Sears’ 4.6c. 

A special case was colossal Sears, 
Roebuck, whose sales topped $4 bil- 
lion for the first time in 1959. Though 
Sears was hit by the business slow- 
down and the uncooperative weather, 
it didn’t suffer nearly as badly as its 





Ward. One major reason: Sears’ far- 
sighted move into the insurance field. 
Allstate Insurance Company, which 
accounted for 16% of Sears’ 1959 
earnings, continued to grow last year. 
It yielded up dividends of $9.4 million 
for 1960’s first six months alone, up 
from $6 million in 1959. Sears’ earn- 
ings dropped just 8.8%, vs. a brutal 
55°7 decline for Montgomery Ward. 
Montgomery Ward could have stood 
as a grim warning to retailers last 
year, a warning against resting on 
their oars. For once a retailer falls 
behind his rivals, it’s no easy matter 
to catch up again. When Sewell Avery 
ended his rule there in 1955, Ward 
hadn’t built a new store for 14 years. 
His successor, John A. Barr, went on 
a multimillion-dollar store-building 
spree over the last five years. But five 
years apparently aren’t enough. Ward 
was still heavily burdened with ancient 
downtown stores which well outnum- 


HOW WELL HAVE THEY DONE? 


Few Surprises 


In spite of such occasional casualties 
as. Allied and Montgomery Ward, 
however, 1960 was not a really disas- 
trous year for shopkeepers. Of nine 
leading retailers, three earned 13°; or 
better on their stockholders’ money, 
and seven of the nine earned better 
than 8°.. Nor did the year bring too 
many surprises. Macy did move sev- 
eral steps forward, and Montgomery 
Ward took a drubbing. Still leading in 
profit margins and returns on equity 
were Federated, Penney and Sears. 

Still, even if most retailers were 
continuing to earn a fairly good re- | 
turn on their stockholders’ money, 
investors could not help but be 
alarmed by the continuing downtrend 
of profit margins (see table). That 
the retail treadmill was running faster 
than ever was a fact that storekeepers 
would ignore at their risk. 


















































in stimulating. . . In achieving... . In avoiding . . .| In producing. . ./in making... . In over-all 
GROWTH PROFITABILITY | DILUTION | STABILITY 
(compounded annual rates)' (rates of return) of income profits 
| 
| Company Sales EARNING POWER Stockholders} Cash Net | Est. 1960} Success Stability Efficiency | Comprehensive 
| Revenues | Cash Flow | Net Profit Equity Flow'? | Income' |Net Income Ratio‘ Factor° Index’ | Index’ 
DEPARTMENT STORES 

J. C. Penney 5.4% 5.2% 3.4% 59% 21.le 175% 153% 100.0% —3.1% 11.6¢ 95 
The May Dept. Stores; 9.0 8.3 4.1 57 15.0 10.8 98 56.1 2.8 11.7 90 
Federated Dept. Stores 8.7 11.5 8.4 9.0 17.9 14.3 14.9 64.5 6.6 15.5 95 
Allied Stores 46 3.9 declined 3.0 12.0 8.2 7.1 van —48 0 75 
Gimbel Bros. 7.0 10.7 15.6 6.7 15.7 9.0 9.3 116.2 25 21.6 90 
R. H. Macy 6.2 7.0 9.0 44 12.5 8.0 8.6* 98.2 10.6* 18.3 80 


Marshall Field 


MAIL ORDER 
Sears, Roebuck 6.4 7.0 6.7 7.4 16.3 14.1 13.4 
Montgomery Ward 6.7 declined declined 0.6 5.6 49 3.7 


*1960 fiscal year 


2.7 6.5 8.4 35 12.4 8.4 39 





116.1 11.1 20.0 85 
















92.4 0.8 12.7 95 
—94.6 —12.2 0 80 


**Net income increased, net per share declined. 
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LEISURE SPECIALISTS 





THEY NEVER RELAX 


What’s your pleasure? Bowling? Boating? 
Travel? Photography? Or maybe sewing? 
Well, relax if you can. But expect nothing 
casual about the pursuit of your carefree 


dollars; it's too 
Sometimes the people who cater to 
your leisure-time pleasures can’t 
quite believe their own good luck. 
Hear one of them: 

“The spectacle of our people 
stampeding to a multi-variety of 
pleasure domes during every 
spare moment is enough to make 
thoughtful people nervous. If I 
remember my ancient history, it 
was a situation something like 
this that rang the bell on the 
Roman Empire.” 

Cotton Mather, risen anew to vent 
his Puritan spleen on America’s 
pleasure-seeking ways, could not 
have put it much stronger. Yet who 
was the speaker? Why none other 
than one of the foremost aiders and 
abetters of the pleasure stampede: 
one Benjamin Edward Bensinger. His 
company: Chicago’s Brunswick Corp., 
whose name has been revered of old 
in every poolroom in the land, and 
which of late has grown rich equip- 
ping bowling alleys. 


The Big Binge 


In all, Americans spent roughly $40 
billion on leisure luxuries last year. 
That’s more than double the amount 
spent on U.S. public schools, ten 
times what Congress appropriated for 
space research and foreign aid com- 
bined, and just about equal to the 


BOWLING, FAMILY-STYLE: 
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profitable a 


business. 


nation’s total annual defense budget. 

Even Brunswick’s President Ben- 
singer is taken aback in contemplating 
that huge sum spent “just for fun.” 
But not for long. Says he, on second 
thought: “[It’s] a lot of money, but 
certainly not disproportionate in a 
moral sense. After all, it hardly seems 
too self-indulgent to [allot] 8° of ow 
income for [cultivating] the sheer joy 
of living when 92% goes for what we 
term necessities.” 

Self-indulgent or not, such spend- 
ing has set off a scramble for Ameri- 
ca’s pleasure dollars unparalleled in 
the world’s history. Yet even $40 
billion goes only so far, and the 
pursuit of it has produced a frantic 
free-for-all. 

Outboard Marine Corp., for ex- 
ample, hopes Americans will want to 
see America first, preferably in boats 
powered by Evinrude or Johnson 
motors. Travel Agent American Ex- 
press would rather they went abroad, 
thereby generating commissions on 
fares, hotel bills and Travelers 
Cheques. Brunswick Corp. and its 
arch-rival American Machine & 
Foundry urge Americans to take the 
family out bowling of nights. But 
Singer Mfg. hopes that mother, at 
least, will want to stay home seeking 
creative contentment at her 
machine. 


sewing 


In Eastman Kodak’s view, 


can the new frontier of bowling—Berlin, London, Tokyo—live up to the American experience? 





it does not matter where Americans 
go—as long as they take along film 
and camera. 

One thing they all have in com- 
mon: a desperate hunger for Ameri- 
ca’s leisure-time dollars. “I’ve always 
maintained,” says William C. Scott, 
president of Outboard Marine Corp.., 
“that we are competing against al- 
ternative leisure-enhancing products 
—a new backyard barbecue, a wash- 
ing machine, a baby grand piano or a 
second car—not other producers of 
outboard motors.” 


A Rich Lode 
One 


leisure 


thing about catering to the 
market: there’s money in it, 
good years or bad, for the economy 
as a whole. Recessions such as 1958's 
made other businessmen blue, but so 
far they have put nary a dent in the 
leisure goods makers’ fast-rising profit 
curves 

With few exceptions, moreover, the 
profits have been fat ones. Not 
naturally, they are leanest for an 
outfit like Singer. Sewing machines, 
after all, are no longer the household 
Yet they 
are not quite the average housewife’s 
idea of idle pleasure either. “It takes 
some pretty slick selling,” says one 
Singer man a little sadly, “to convince 
a woman that sewing is fun.” 

At the other extreme, nobody prob- 
ably could convince Americans that 
bowling isn’t fun, even if he tried 
By catering to bowling needs, Bruns- 
wick Corp., followed closely by AMF, 
has led the leisure specialists’ growth 
parade. Thanks to the boating boom, 
Outboard Marine, which makes ove: 
one half of all outboards sold, has not 
been far behind. As for profits, just 
look at the record (see chart, p. 66). 


un- 


necessities they used to be 














65 


Even seasoned old-timers in the 
pleasure trade like Eastman Kodak 
and American Express have not done 
at all badly, although photography 
and travel are not exactly new addic- 
tions for Americans. By some stand- 
ards, Eastman Kodak (estimated 1960 
sales: $980 million) has not been 
growing at any startling rate. Sales 
in the past five years have been up 
only 37%. But then, Kodak did not 
exactly start from scratch in compil- 
ing tuat record either. Five years ago 
its volume roughly equaled that of 
Outboard Marine, Brunswick, AMF 
and Singer combined, with American 
Express’ gross operating revenues 
thrown in for good measure. 

Even back in 1955, Kodak netted a 
tidy 12°. on sales. The rate last year 
was above 13°%. That, of course, is 
not the richest lode any leisure spe- 
cialist is mining. But it has proven 
itself to be a long-lasting one. More- 
over, Kodak has steadily boosted its 
net for nine years in a row, rising 
60° in all in the past five years. 
That's almost twice as fast as it has 
increased sales. 


Wunderkinder 


It’s a moot question just which of the 
bowling goods suppliers has had the 
faster growth. Statistically, Brunswick 
Corp. easily wins the palm, both in 
sales and earnings. But it is a little 
like comparing apples and oranges. 
Brunswick sells its “pinsetters”; AMF 
leases its “pinspotters,” as it prefers 
to call them. They thus take in 
income, and calculate earnings, in 
quite different ways. 

But considering the pace both have 
set, variations hardly matter much. 
In the past five years, Brunswick’s 
gross has multiplied nearly ten-fold 
(to an estimated $360 million in 1960). 
Automatic pinsetters and _ bowling 
supplies, which account for 60% of 
sales, supplied most of the gain. 

Surprisingly enough, the Bensinger 
team was five years behind AMF in 
getting volume production of pinset- 
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Net as a % of Sales 
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*12 Months through Sept. 30th American Express, where 
FORBES estimated 1960 net as a % of operating revenues. 
*Fiscal yeor ended 9/30/60 
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ters. Yet as 1960 ended, Brunswick 
had installed just short of 50,000 of 
the machines, compared with an es- 
timated 67,000 installations by AMF. 

It has all done wonders for both 
the quantity and quality of Bruns- 
wick’s earnings. Back in 1955, before 
pinsetters gave earnings a real jolt, 
Bensinger reported earnings of $1.4 
millon on $38.6 million total sales—a 
pretty dismal 3.5, net profit margin. 
In the 12 months ended last Sept. 30, 
Brunswick’s net reached $36.6 mil- 
lion—or almost as much as its total 
sales five years ago. Brunswick, in 
short, was earning a respectable 10.5c 
on the sales dollar after taxes. 


Undercover Earnings 


By comparison, the other wunder- 
kind of the bowling trade shows up 
poorly in the statistics. In the past 


five years, AMF’s sales rose “only” 
127% (to $330 million last year), and 
its net profit margin has “merely” 
doubled (to 6.9%). But where Bruns- 
wick gets about $8,000 per machine in 
an average cash deal, AMF now gets 
some $11,000 over a typical ten-year 
leasing period. With its machines 
costing about $2,000 to make, AMF 
also takes about $200 a year in cash 
depreciation write-offs on each in- 
stallation. 

But there are, Chairman Morehead 
Patterson believes, other important 
advantages in renting, not selling, 
bowling equipment. As President 
Carter Burgess explains it: “By rent- 
ing, we are spreading the income from 
a sale today over future years. That 
eliminates the peaks and valleys char- 
acteristic of the sale of capital goods.” 
It also reduces, or at least defers, 
taxes considerably. 

For a company like AMF, which 
has trudged many a sales valley in 
its time, a steady income has a lot to 
recommend it. Some 22% of AMF’s 
total revenue last year derived from 
rentals, against 20°. of smaller in- 
come in 1959. “This year,” predicts 
Treasurer David Mieklejohn, “rentals 
should grow from $71 million in 1960 
to $82 million.” 

On its machines already in place, 
AMF looks toward rentals totaling an 
estimated $500 million over the next 
ten years. Brunswick, by contrast, 
scores a strike in the profit column 
with every new pinsetter sale. AMF 
has been content to post its score in 
spares. 


The Old Pros 


Yet when it comes to profit margins, 
neither Brunswick nor AMF can 
match those of two old pros in the 
leisure market: American Express 
and Eastman Kodak. 

Over the past five years, American 
Express has netted nearly 13% on 
its gross operating revenues. Yet 
scarcely had Howard Clark, its new 
president, taken over last spring than 
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Eastman Kodak 10.7% 
American Express 12.5 
Singer* i NA 


12.4% 87%  23.7¢ 17.2% 
12.5 declined 15.7 15.7 19.6 
declined 2.3 9.4 6.6** 6.2 
Brunswick++ : 92.3 84.7 23.1 20.7 18.4 35.6 
Amer. Mach. & Foundry 17.5 32.4 27.4 14.9 26.0 13.5 20.9 63.2 31.0 38.3 
Outboard Marine 14.8 11.8 48 20.0 22.4 17.9 14.0*** 44.7 — 7.9 


Key for numbered footnotes, page 111. *Adjusted to include Internat. Securities; latest four years. }Latest three years. **Latest five years. 
t?Unadjusted for acquisitions. ***1960 fiscal year. NA—Not available. 
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OUTBOARD MARINE’S VIEW: 
“see America first!” 


he announced his discontent. “We in- 
tend,” he said guardedly, “to re-ex- 
amine certain services. There is the 
possibility of instituting or increasing 
charges, or of discontinuing categories 
of business that cannot be made 
profitable.” 

One new move: a joint venture, 
with CIT Corp., to finance installment 
purchases in Europe. 

But at the trick of squeezing net 
profit out of sales, there is no peer to 
Eastman Kodak among the leisure 
specialists. Its estimated profit margin 
last year: 13.3%. 

Not that Kodak’s work is all play. 
Some 28% of its sales are in chemicals 
—particularly the grimly competitive 
and increasingly narrow-margined 
synthetic fibers and plastics industries. 
Kodak, incidentally, has produced its 
impressive margins without any capi- 
tal leverage. In fact, it has shunned 
debt as if it were a kind of cheap Jap- 
anese import. Stockholders, moreover, 
have gotten every penny of the gain; 
there has not been a nickel’s worth of 
dilution in a half decade. 


Idle Capital 


There has been no dilution at Singer 
Mfg. either, but then there has been 
precious little in the way of new 
earnings to dilute. Singer’s problems 
—notably foreign imports of sewing 
machines, lower margins—are already 
legend. 

In the three years youthful (45) 
President Donald Kircher has been 
boss, there have been some changes 
made. Singer’s old plant in Elizabeth, 
N.J., has been closed down. New retail 
“sewing centers” have been opened 
in strategic spots. Profit margins 
have risen in small installments for 
three straight years. 
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But the cumulative progress has 
been small. In the latest reported 12 
months, Singer earned $19.4 million 
on record sales of $507 million, or a 
meager 3.8%. That’s actually less than 
the $21.8 million it netted on 16% 
smaller sales five years ago. What’s 
more, Singer still makes most of its 
home machines (85% of total sewing 
machine sales) and many of its indus- 
trial machines (15% of sales) for the 
American market in U.S. plants. 
Thus, the all-important question: On 
such terms, how profitable can the 
sewing machine be? 

Kircher himself admits freely that 
his is a “saturated” market. Last year 
he bought two companies, one a 
maker of tufting machines (used to 
make rugs and bedspreads), the other 
a manufacturer of knitting machinery. 
But this is just a small beginning 
toward putting Singer’s huge working 
capital of $332 million-plus (much 
less its credit) to work. Right now, 
each dollar of Singer’s working capi- 
tal is supporting little more than $1.50 
in sales. And Singer has been hoard- 
ing no less than $73 million at last 
account in cash and equivalent. How 
long can any active businessman allow 
such sums to remain so idle? 


Reduced Throttle 


Is the problem of saturated markets 
catching up with Outboard Marine as 
it has with Singer? It almost seemed 
so last year, when its sales failed to 
gain for the first time since the war. 

One thing at least is sure: new 
boating census figures have knocked 
a lot of illusive inflation out of the old 
estimates of the sport’s popularity. 
In any case, last fiscal year’s results 
(sales stagnant at $171.4 million, net 
down 9% from the 1959 high to 
$12.6 million) obviously showed a lot 
of the onetime zing gone out of 


Outboard’s outboard business (82% of 
total revenues). 

But President William Scott sees 
the future in a more hopeful light. 
The big problem, says he, is not cus- 
tomers for boating pleasures, but the 
facilities to handle them. “It’s a good 
deal like the highway situation. You 
no sooner get a new road built than 
it’s already overloaded with cars.” 

If so, the question is: Will the tax- 
payers foot the bill for the public 
docks and access roads needed? 


How Young, How Old? 


Whatever their particular kind of 
pleasure “dome,” it was all but im- 
possible, as 1960 ended, to hear a dis- 
couraging word about the future of 
the leisure-oriented companies. Each 
executive head affected sublime con- 
fidence that his particular kind of 
pleasure production would continue 
to exert its fascination, provide 
mounting profits whatever the com- 
petition did. 

The claims on the future of East- 
man Kodak and American Express, to 
be sure, are bolstered by an impres- 
sive and well-seasoned past. But it is 
doubtful if the fantastic pace of such 
firms as Brunswick or AMF could 
possibly be kept up. What’s more, one 
can entertain some provisional doubt 
as to whether the new frontiers of 
bowling—say, Berlin, London’s Not- 
ting Hill or Tokyo—could quite live 
up to the American experience. 

Yet it is just as dangerous, perhaps, 
to underestimate the leisure boom as 
it is to exaggerate its future. Some- 
day an AMF man may get to Mars 
with a rental deal in his pocket, while 
the local Brunswick man encourages 
the same prospect to build his own 
equity. Stranger things have hap- 
pened—precisely $40 billion worth of 
them last year. 


TOURISTS BOOKING PASSAGE AT AMERICAN EXPRESS: 
“Yankee, go abroad!” 
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BUILDING MATERIALS 





THE PRICE OF OVEROPTIMISM 


The economy handed building materials 


ro- 


ducers a real jolt last year. But several of them 
might not have been thrown so badly off bal- 


ance had they not overexpanded so furiously. 


IF EVER an industry had reason to be 
peeved at its economists, the build- 
ing materials industry did last year. 
“Look at the charts,’ the economists 
had said. “Business can’t help but go 
up & up in the Sixties. Population is 
growing. Families are getting bigger. 
People are demanding a higher stand- 
ard of living.”’ Since residential build- 
ing makes up 40% of all construction 
(and one of the most profitable seg- 
ments of it), most building materials 
company bosses decided to get ready 
for the perpetual Christmas that seem- 
ingly lay ahead. 

With rare exceptions the big build- 
ing materials companies launched all- 
out expansion programs. In the five 
years following 1954, for example, Na- 
tional Gypsum trebled its investment 
in plant and equipment (from $95 mil- 
lion to $286.4 million). Flintkote al- 
most trebled its investment in plant 
(to $178.1 million). Pittsburgh Plate 
Glass spent a whopping $250 million 
on capital projects, expanded its in- 
vestment in brick, mortar and machin- 
ery to a staggering $615 million. 

One thing, however, the economists 
apparently had failed to consider: the 
desire to own a newer or bigger home 
and the ability to do so are not quite 
the same thing. The customer needs 
income to carry the property. He 
needs cash for a down payment. He 
needs reasonably priced mortgage 
money to finance it. 

Last year the combination just 
wasn't right. Mortgage money did get 
cheaper as the year wore on. But 
customers with the necessary cash, 
income and confidence just weren't 
around in sufficient numbers. Hous- 
ing starts dropped an abrupt 20% to 
around 1,300,000. 


Nobody Escaped 


The rest was predictable enough. 
Expanded plants selling into a 
shrunken market led to price-cutting. 
A key grade of fir plywood, for ex- 
ample, fell from $72 per thousand sq. 
ft. at the beginning of the year to $64 
in August. Glass, depressed by for- 
eign competition, suffered further 
during 1960. In an attempt to meet 
this competition, domestic makers 
absorbed freight charges on window 
glass, in effect cutting its price. 

Not surprisingly, just about every- 
one in the building materials industry 
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was hurt. Even well-managed Ameri- 
can-Marietta suffered a minor squeeze 
in profit margins, down from 7.4 
cents on the sales dollar in 1959 to 
around 6.8c in fiscal 1960 (ended Nov. 
30). A-M’s decline, however, was 
relatively mild. Weyerhaeuser, which 
netted 15.5c on the sales dollar five 
years before, netted just 11.4c last 
year. U.S. Plywood’s already thin 
1955 5.6c margin shrank to 3.6c in the 
latest twelve months. 

Only one out of 16 leading build- 
ing materials producers managed to 
avoid an earnings decline at the nine- 
month mark. The solitary exception 
was something of a fluke. Pittsburgh 
Plate’s glass division was strike- 
bound during early 1959; 1960 could 
hardly help but be an improvement. 

But not everyone suffered equally. 
Sound fiscal management still made 
a big difference. So did judicious ex- 
pansion: not too much, not too little. 

It also made a very big difference 
what part of the business you were 
in. Since non-residential construction 
held up better than housing, it fol- 
lowed that the more a company de- 
pended on housing, the more it suf- 
fered in 1960. Firms making finishing 
materials fared badly. Within this 
group, which includes Johns-Man- 
ville, U.S. Gypsum, National Gypsum, 
Flintkote and Armstrong Cork, earn- 
ings per share dropped between 11% 
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and 21% by the end of September. 
The timber producers—such as 
Weyerhaeuser and U.S. Plywood— 
fared similarly, with per share earn- 
ings down between 15.5% and 38.3% in 
the first nine months (although tim- 
ber producer Georgia-Pacific’s per 
share earnings dropped only 2.3%). 
Even paintmaking Sherwin-Williams 
found earnings dropped 9% in fiscal 
1960 (ended Aug. 31) despite higher 
sales. 


Cementmakers’ Woes 


But you couldn’t blame it all on 
housing. Cementmakers, most of 
whose output goes into non-residen- 
tial construction, also saw earnings 
sag. They had failed to anticipate that 
a key segment of their business—high- 
way construction—would lag. On top 
of this, Congress passed laws which 
raised their future income tax rate and 
saddled them with big bills for addi- 
tional back taxes—a contingency which 
few had properly prepared for. 

In highway building, which uses 
20% of all cement, bad weather de- 
layed paving contracts by several 
months. In addition there was a 
further small drop in cement volume 
caused by the housing slow-up. As 
a result, 1960 shipments of cement 
fell 6% to around 310 million barrels. 
This at a time when considerable new 
capacity was coming on stream. In 
the first nine months the big three 
cement producers—Ideal, Lehigh and 
Lone Star—saw earnings fall between 
18.7% and 23.3%. 

Congress also dealt a rough blow 
to the cementmakers. Taking advan- 
tage of a rather ambiguous tax law, 
most cement executives have claimed 
maximum depletion allowance (15% 
on the value of finished cement) 
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against their income taxes. But Con- 
gress this year decided the cement- 
makers should be allowed to figure 
only the cement’s worth before it 
enters the kiln for processing. 

In recent years, cement companies 
have paid corporate tax rates on earn- 
ings of around 30%-35%. The new 
law raises the effective rate to around 
40°. -45%. This will tend to shave 
earnings by about 20%. Unkindest 
cut of all: the lower depletion will 
also be applied to previous years, 
saddling the companies with sizable 
bills for back taxes. Typical sums 
owed are: Ideal, an estimated $8.5 
million; Lehigh, $8.8 million plus in- 
terest; Lone Star, $12.1 million in- 
cluding interest. 

Among the big cementmakers there 
were, nevertheless, some big differ- 
ences. Ideal’s President Cris Dobbins 
showed up as the canniest operator. 
In 1959 he snatched the industry sales 
lead from Lone Star’s Chairman- 
President Horace A. Sawyer. More- 
over, in recent years Ideal has earned 
a return on book value of 17.9%, vs. 
Lone Star’s 14.9% and Lehigh’s 11.9%. 


Diversity Helps 


Changes in the cement tax ruling 
also affected such companies as U.S. 
Steel (whose Universal Atlas division 
is one of the U.S.’ largest cement pro- 
ducers) and such diversified building 
materials companies as American- 
Marietta and Flintkote, both of which 


are heavy in the field. But A-M and 
Flintkote at least had the comfort of 
knowing that any impact of the higher 
taxes would be spread over a big and 
broadly diversified sales mix. 

Such diversification, in fact, has 
been the keystone of corporate policy 
at Flintkote, at A-M and, more re- 
cently, at National Gypsum. National’s 
Chairman Melvin H. Baker gets, in 
fact, full marks for trying to skirt (if 
somewhat belatedly) the pitfall into 
which the single-product producers 
fell. NG has branched out into cement, 
ceramic tile and asbestos. 

This diversity has its advantages in 
a year like 1960. But stockholders 
have paid heavily for this expansion 
and diversification. National’s over- 
head, debt and common capitalization 
all have soared. Although total prof- 
its rose from $15.8 million in 1955 to 
around $24 million last year, per share 
earnings actually declined from $4.61 
to around $3.50. 

Flintkote’s stockholders were in a 
similar situation, having directly prof- 
ited from only a tiny part of the in- 
crease in over-all profits. The score: 
profits up 180% over five years, per 
share earnings, 22°. Still, Flintkote 
has come a long way. Its 1960 sales 
of some $255 million were spread over 
building materials, paperboard prod- 
ucts, floor coverings and other prod- 
ucts. “Flintkote used to be a small 
roofing business,” recalls President 
George J. Pecaro. “We badly needed « 


broader product base. So we bought 
established firms. But now that we 
have the necessary experience, most 
future expansion will be internal.” 
Thus Pecaro hopes to avoid further 
dilution of equity. To finance future 
expansion, he is planning to tack an- 
other $50 million of borrowed money 
onto Flintkote’s current $26.6 million 
of long-term debt. 

Pittsburgh Plate Glass also ex- 
panded heavily, but most of PPG’s 
recent expansion was internal rather 
than through acquisitions. Thanks to 
the company’s powerful financial posi- 
tion, President David G. Hill and his 
board have been able to pour close 
to half a billion dollars into plant ex- 
pansion in the postwar period with- 
out seriously diluting stockholders’ 
equity and without much outside bor- 
rowing. Virtually the whole pro- 
gram was financed out of working 
capital and retained earnings. But 
return on all this investment has been 
less than Hill could have wished. 
What with troubles in its glass divi- 
sion (a costly strike in 1958 and 1959; 
loss of part of the Chrysler contract 
last year; competition from foreign 
imports), PPG’s return on equity 
has been falling steadily; it was down 
to about 9.8% last year, vs. nearly 
17.4% a half decade ago. 

Johns-Manville was another big 
building materials company that has 
coupled ambitious expansion with 
conservative financing. But J-M has 
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GLASS 
Pittsburgh Plate 7.1% 
Libbey-Owens-Ford 77 
Owens-Corning 9.2 
LUMBER 
Weyerhaeuser 
Georgia-Pacific 
U.S. Plywood 
CEMENT 
Lone Star Cement 3.4 6.7 47 76 
Ideal Cement 12.2 15.2 11.3 13.0 
Lehigh Portland Cement 6.7 12.0 6.7 
FINISHING MATERIALS 
U.S. Gypsum : 77 7.4 
Johns-Manville 11.3 7.3 
National Gypsum 16.1 0 
Armstrong Cork 10.1 9.7 
Flintkote 22.7 4.1 


PAINT 
American-Marietta 33.0 19.9 30.5 
Sherwin-Williams 4.6 6.2 6.4 6.7 


Key to numbered footnotes, page 111. *1960 fiscal year. 
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» Cost Control | 


Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
yeor. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 


NET PROFITS AS % OF SALES 
L 


atest 
Company 1955 1959 12 months 
GLASS 
Pittsburgh Plate 105% 7.3% 7.5% 
Libbey-Owens-Ford 12.8 17.5 NA 
Owens-Corning 7.2 77 75 
LUMBER 
Weyerhaeuser 15.5 13.2 11.4 
Geergia-Pacific 6.7 7.4 6.8 
U.S. Plywood 5.6 47 3.6 
CEMENT 
Lone Star Cement 15.5 
ideal Cement 19.1 
Lehigh Portland Cement 14.4 
FINISHING MATERIALS 
U.S. Gypsum 15.6 
Johns-Manville 8.3 
National Gypsum 10.6 
Armstrong Cork 5.8 
Flintkote 49 
PAINT 
American-Marietta 6.7 
Sherwin-Williams NA 





NA—Not available 








been conservative only so far as bor- 
rowing is concerned; while eschewing 
debt, it increased the number of shares 
outstanding by about 19% 
1956 and 1959. 

Stockholders of American- Marietta 
fared much better. Although manage- 
ment has issued new shares at a fairly 
fast rate, profits have grown so 
rapidly that earnings per share in- 
creased at a compounded yearly aver- 
age of almost 20°; in recent years. 

The fact is that A-M’s Chairman 
Grover M. Hermann and Chairman 
Owen Cheatham of Georgia-Pacific 
stand out as the only two building 
materials men who have really made 
expansion pay dividends to their 
stockholders. Cheatham’s success 
formula; heavy on debt, light on dilu- 
tion. G-P’s per share earnings have 
grown a massive 41.2% annually for 
the latest five years—even faster than 
A-M’s. 

G-P’s results are even more im- 
pressive when compared to U.S. Ply- 
wood’s or Weyerhaeuser’s. All are in 
the same fundamental business: mak- 
ing money out of trees. But whereas 
Weyerhaeuser earned only around 
9.7%. on its stockholders’ money last 
year and U.S. Plywood roughly 11.3% 
in fiscal 1960 (ended April 30), 
Georgia-Pacific rang up 17%. 

Not all building materials firms 
were guilty of overexpansion—any 


between 
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more than all had excessive equity di- 
lution. Take Sherwin-Williams, for 
example. The big Cleveland paint- 
maker over a five-year period added 
only $12.3 million to its property ac- 
count, raising it to just $47 million. 
This was a very small investment to 
carry an annual sales volume of some 
$282.3 million. It spared S-W many 
problems of expansion without de- 
priving it of the fruits of expansion. 

But in fiscal 1960 (ended Aug. 31) 
Sherwin-Williams suffered a setback. 
Prices of such key raw materials as 
gum rosin, phthalic anhydride and 
glycerine increased 15% to 100%. 
Chairman Arthur W. Steudel, hoping 
to absorb these increases, delayed 
raising paint prices until late in the 
year. In addition, he decided to write 
off an $870,000 debt owed the com- 
pany by its Cuban subsidiary. As a 
result, earnings fell 8.8°7 in fiscal 1960 
(ended Aug. 31) to $6.04 per share. 

Equally conservative in their fiscal 
practices, if somewhat more aggres- 
sive in capital spending, have been 
Armstrong Cork, U.S. Gypsum and 
Libbey-Owens-Ford. Because of its 
immense profitability (five-year av- 
erage return on equity: 17.27), U.S. 
Gypsum was able to finance a con- 
siderable expansion program without 
selling additional common stock or 
incurring so much as a penny of debt. 

U.S. Gypsum did not 
scathed through the 1960 housing 
slowdown. At the nine-month mark 
its earnings were down 19.3% to $3.60 
a share. But with its conservative 
capital structure and industry leader- 
ship, USG was still well ahead of rival 
National Gypsum in basic profitability 
(return on capital: an estimated 12.9°, 
vs. 10.2%) and in net profit margins 
(14.2% for USG, 9.9°. for NG). 

Fiscal conservatism paid off fairly 
well last year for Armstrong Cork. 
Armstrong spent fairly heavily on 
capital account over the past five 
years, but not so much for expand- 
ing capacity as for new-products 
equipment. This relatively cautious 
policy was not enough to protect 
Armstrong from an earnings decline 
last year. But it did help President 
Clifford J. Backstrand hold the de- 
cline in net to 14° (on a 1% rise in 
sales), in spite of the fact that he had 
to spend much more on advertising 
and promotion to keep sales steady. 

Neither fiscal prudence nor long- 
time industry leadership was enough 
to shield President George P. Mac- 
Nichol Jr.’s Libbey-Owens-Ford from 
suffering a severe 25° contraction 
in profits by Sept. 30. 

Reason: LOF, like other glassmak- 
ers, sold less glass during 1960 in both 
major markets—building and autos. 
In building, over-all glass volume has 


come un- 


plunged since new housing has been 
in the doldrums. Also, the auto mar- 
ket has declined, with compact models 
using roughly 25% less glass than 
larger cars. To crown the glassmak- 
ers’ misfortunes, imported glass has 
won 11% of the flat glass market. A 
typical grade of imported window 
glass, for example, costs jobbers only 
$4.48 per box of 50 square feet, vs. $5 
for the domestic article. 

More fortunate was another worker 
in glass, Owens-Corning Fiberglas. 
OCF, biggest maker of glass fibers, 
managed to hold earnings level on a 
nominal 3% increase in sales. How 
had OCF’s President Harold Boesch- 
enstein eluded the profits squeeze? 
The company reckons that 50% of 
sales come from products not on the 
market ten years ago. Thus it has had 
a kind of built-in growth that helps 
level out ups & downs of the economy. 


Fiscal Insulation 


Not every building materials manu- 
facturer was as lucky as OCF’s 
Boeschenstein in doing business in a 
naturally growing sector of the econ- 
omy. The fate of glass, lumber, gyp- 
sum, cement and other traditional 
materials depends in any one year in 
large part on the state of the economy 
—and of building in general. But, as 
1960 once again demonstrated, astute 
management and shrewd use of capi- 
tal can go a long way toward insulat- 
ing any particular company from the 
adverse effects of general business 
conditions. Cases in point: American- 
Marietta (cement, paint, adhesives 
and resins), Georgia-Pacific (timber 
products), both of which operated in 
lines that were badly hit last year 
and yet managed to keep profits on a 
remarkably higher level than most of 
their rivals did. 


PRE-STRESSED CONCRETE BEAMS: 
Uncle Sam was unkind 
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AIRCRAFT 


THE $1-BILLION LESSON 


Commercial ventures are dangerous for defense 


contractors. 


That is a lesson which cost the aero- 


nautics industry $1 billion to learn. Several com- 
panies apparently have not yet caught the message. 


For THE second time in little over a 
decade, major U.S. air-frame manu- 
facturers came to the brink of disaster 
last year. In both instances the cause 
was the same: an overambitious at- 
tempt to crash into civilian aircraft 
markets on a large scale. In the late 
Forties heavy losses from building 
commercial airliners almost bank- 
rupted Martin, nearly drove Boeing 
to the wall and badly strained the 
resources and earning power of Doug- 
las Aircraft. 

Far from learning from experience, 
the big air-frame manufacturers re- 
peated it on a larger scale in the late 
Fifties. Boeing, Douglas, Lockheed 
and General Dynamics’ Convair di- 
vision poured out a combined $700 
million developing commercial airlin- 
ers. Three were pure jets, Lockheed’s 
a turboprop. All this for a market that 
not even the most ambitious estimate 
placed at more than 500 or 600 planes 
worth around $2.5 billion. 


An Elementary Error 


The investment was, on the face of 
it, bad arithmetic. Even the most ele- 
mentary kind of market survey would 
have told them that. So last year the 
Big Four had to pay the bill. Lock- 
heed, its Electra a commercial bust 
and an engineering problem child, had 
to write off a staggering $55 million 
($7.40 a share) in development costs. 
Douglas’ write-offs on its DC-8 pro- 
gram hit $30 million, on top of an 
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earlier $262 million. Both companies 
reported heavy losses for the year. 
General Dynamics wiped the slate 
clean of $61 million in capitalized costs 
on its 880 jetliner, losing so heavily 
that the profits on roughly $2 billion 
in profitable business were wiped out. 
During 1960 Boeing succeeded in 
selling some 60 jetliners, it is true, 
but Douglas sold just six and Convair 
but seven. 

Only Boeing escaped being drenched 
in red ink. By year end, President 
William M. Allen was making a small 
profit on each new 707 and 720 that 
rolled off the assembly lines. But Boe- 
ing had at best only a fighting chance 
of ever getting back all the $165 mil- 
lion it spent developing the commer- 
cial jetliners. Especially was this so 
since Boeing was taking on further 
expenses to bring out the 727, a modi- 
fication of the commercial jet aimed 
at the shorter-range market. 

Why had the big aircraft builders 
miscalculated so badly? Why had they 
failed to learn from experience? Bas- 
ically because they had failed to ap- 
preciate their own roles. Aeronautics 
is essentially defense; the rest is in- 
trinsically a sideline, a diversion. In- 
stead of being content to be defense 
contractors, the big companies had 
lusted after the fatter profit margins 
of commercial business. Pentagon- 
oriented, they were ill-prepared for 
the marketing and pricing problems 
of commercial business. 





Their costly mistakes were the 
more glaring in that they had been 
unnecessary. Defense contracting had 
been a very good business for all of 
them. In the recent past only Douglas, 
and to a lesser extent Lockheed, had 
done appreciable amounts of commer- 
cial business. 

With hardly a commercial product 
worthy of the name, General Dy- 
namics had averaged a return of 17.1% 
on its stockholders’ money between 
1954 and 1959, had doubled its per 
share equity in the bargain. Boeing 
had done almost as well. And if 
Douglas, with its higher proportion of 
civilian business, had earned the 
thicker profit margins, its all-impor- 
tant return on equity and its growth 
had beer no better (see performance 
figures, p. 72). 


Uses of the Past 


Yet the Big Four had gone against 
both past experience and the obvious 
fiscal facts. Four had jammed into a 
market with room for only one or two. 
But one company had learned its les- 
son well. Chairman George Maverick 
Bunker’s Martin Co., by happy con- 
trast, showed that it knew how to 
profit from experience. After World 
War II Martin had launched into all 
manner of commercial enterprises, 
civilian airliners prominently among 
them. The company nearly went 
broke. Stockholders’ equity dropped 
from $18.32 a share in 1950 to 45 cents 
a share the following year. 

After Bunker took over, Martin 
made a comeback as a defense con- 
tractor. And a defense contractor 
George Bunker was determined to 
keep the company. Last year Martin’s 
volume was almost 100% defense 
business. Result: last year’s best per- 
formance in the aeronautic industry. 
Clearing 2.6c on the sales dollar and 
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netting a 20°. return on stockholders’ 
equity, Martin easily led the indus- 
try in profitability. 

Bunker’s reading of the lessons that 
experience had taught did not tell him 
merely to stand still, however. Martin 
was among the first aircraft makers 
to move into missile technology and 
electronics. Martin had _ carefully 
avoided a typical industry pitfall: ex- 
cessive dependence on a single con- 
tract. Bunker spread Martin’s busi- 
ness across a_ sufficient number of 
projects so that cutbacks in no single 
one would be likely ever to cripple 
the company. 

Martin last year was making the 
Pershing and Lacrosse missiles for 
the Army, Titan and Mace for the 
Air Force and the Navy’s Bullpup. 

With that setup, Bunker was able to 
lift Martin’s profits to a new high for 
the third successive year. By the end 
of the third quarter, its profits of $12.2 
million ($3.95 a share) were running 
28.6°,, ahead of the same period of 
1959, on a 23.4% increase in sales (to 
$466.3 million). In early nutumn Mar- 
tin’s directors upped the quarterly 
dividend from 40c a share to 50c and 
proposed a two-for-one split of its 
common stock. 

The Jet Blast 

One measure of Bunker’s success: 
only Boeing of the big aeronautics 
firms made more money than Martin. 
But it took Boeing an estimated $1.6 
billion in volume to earn perhaps $24 
million; Martin netted some $15 mil- 
lion on a volume of less than $600 
million. Granted that, being two and 
three times the size of Martin, Boe- 
ing’s (and Douglas’, Lockheed’s and 
General Dynamics’) problems were 
that much bigger. With huge plants 
to keep busy at a time when orders 
for manned aircraft were declining, 


HOW WELL HAVE THEY 


they turned eagerly to commercial 
airliners. 

But with the possible exception of 
Boeing, they might have done better 
to close down some of their plants. 
The commercial jets cost more to de- 
velop than anybody had figured, and 
with everybody fighting desperately 
to sell them, there was no way to raise 
the price. Grimaced Boeing’s Bill 
Allen, midway through the race: 
“Everybody’s losing his shirt on the 
jets.” 

Bill Allen was the least burned in 
the jet blast. But he was badly singed. 
First in the air with jets, Allen quick- 
ly built up a backlog that still stands 
higher than that of General Dynamics, 
Lockheed or Douglas. Allen,moreover, 
still had a fat cushion of B-52 bomber 
orders. At year’s end he moved fur- 
ther ahead in the commercial race by 
selling 80 of his 727 medium-range 
jets, thus virtually sewing up that 
corner of the market. 

In the first nine months of 1960, 
Boeing raised its sales only slightly 
(to $1.2 billion) but nearly doubled 
its profits (to $16.2 million) and in- 
creased its dividend from 25c a share 
to 40c. But Boeing’s recovery was 
partly a matter of bookkeeping. Allen 
had written off much of the costs on 
Boeing’s 707s and 720s against his de- 
fense profits during 1958 and 1959. 
Boeing had swallowed its medicine 
earlier, but it was almost as bitter. 


Mourning for the Electra 


But in Lockheed’s case, the losses 
were beyond the help of bookkeep- 
ing. For years Chairman Robert E. 
Gross had worked to cut down Lock- 
heed’s dependence on such manned 
planes as the F-104 fighter and had 
lined up more Polaris and other mis- 
sile business. In 1960 he finally suc- 
ceeded in bringing missiles up to 52% 


of Lockheed’s volume. But it was a 
manned plane, the turboprop Electra, 
which put Lockheed into a tailspin. 

The Electra losses left Lockheed in 
badly strained condition. Its working 
capital was sliced nearly in half, drop- 
ping to a seven-year low of $44 mil- 
lion. Wiped out were all the profits 
of the preceding three years. 

At Douglas, Chairrnan Donald W. 
Douglas and President Donald W. 
Douglas Jr. were flying a_ similar, 
profitless course. Writing off another 
$27.2 million in DC-8 jet costs (for 
a total of nearly $300 million), Doug- 
las plunged into a deficit of $21.8 
million for the first nine months of 
1960, seemed headed for its second 
losing year in a row. Nor was Douglas 
likely to recoup much of its jet com- 
mercial losses by future deliveries. At 
year end it had unfilled orders for 
only 43 more DC-8’s as compared with 
the 175 commercial jet orders that 
Boeing had on hand. (General Dy- 
namics still had 75-80 commerical jets 
to deliver and Lockheed had 41 Elec- 
tras yet to go.) 

Omissi 

The commercial jet blast gave Gen- 
eral Dynamics its worst setback since 
Canadair and Electric Boat merged 
in 1947. Its Atlas missile, B-58 bom- 
ber, nuclear-powered submarine and 
similar equipment boosted GD’s sales 
at a compounded annual average rate 
of 22.8%. But GD has only been 
growing bigger—not more muscular. 
Year by year since 1957, its earnings 
have been going down. 

Chairman Frank Pace, like Donald 
Douglas, Robert Gross and Bill Allen, 
felt that more civilian business offered 
a way to fatten those shrinking profit 
margins. At the very beginning of 
last year, he merged GD with Colonel 
Henry Crown’s Materials Service 
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General Dynamics 19.1% 
Boeing declined 
United Aircraft . 7.6 
Lockheed declined 
Dougias declined deficit 
Nerth American 3.4 1.4 
Curtiss-Wright declined declined 
Martin 14.1 1.2 
McDonnell 23.0 20.2 
Northrop declined declined 
Republic declined declined 
Chance Vought 11.1 1.9 


Key for numbered footnotes, page 111. *1960 fiscal year 
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Corp., adding building materials to a 
commercial line which already in- 
cluded carbon dioxide and other gases, 
nuclear energy projects and com- 
munications equipment. Commercial 
jets were intended as yet another 
major step into commercial markets. 

But whatever benefit the other 
commercial business brought, jet 
losses canceled them out. Conced- 
ing that its Convair 880-600 line of 
jet planes would never recoup their 
cost, GD’s board voted to take a write- 
off that left the company $25 million 
in the red at the nine-month mark. 
With earnings for the year likely to 
end up in the red, GD’s directors felt 
called upon to slash their quarterly 
dividend from 50c to 25c. They left 
no doubt where the blame lay: 
squarely on the commercial jet losses. 

Blame for the troubles of big United 
Aircraft Corp. last year was less easy 
to pinpoint. If GD’s errors were those 
of commission, United’s were of omis- 
sion. Virtually a one-product com- 
pany (almost 90% of its sales are de- 
rived from aircraft engines, parts and 
propellers), United has been facing 
the gradual obsolescence of its main 
product. With the decline of the 
manned military aircraft, United has 
watched its sales drop with uncom- 
fortable regularity. They hit a rec- 
ord $1.2 billion in 1957 but this year 
will do well to tally a total volume of 
$1 billion. 

Somewhat belatedly, Chairman H. 
Mansfield Horner and President Wil- 
liam P. Gwinn have tried to build 
United’s stake in electronics. Last 
year the results were unimpressive: 
although sales held near the $1-billion 
mark, per share earnings dropped 
from $4.26 in 1959 to an estimated $3— 
a very far cry from the $7.97 the com- 
pany recorded in 1957. 


No Apologies 


As United’s example shows, de- 
fense contracting has its hazards just 
as commercial business does. Con- 
sider the bewildering case of North 
American Aviation. North American 
snatched the prized contract for the 
B-70 chemical bomber from under 
the nose of Boeing, the veteran bomb- 
er builder. But the contract was cut 
back a few months later. Shortly 
afterwards it was restored again. With 
57% of its volume still coming from 
manned military planes (missile com- 
ponents make up most of the rest), 
Chairman James H. Kindelberger and 
President John L. Atwood had their 
share of such ups and downs through- 
out the year. 

But uncertainty has always been 
the lot of defense contracting. It is 
one of the hazards of the game. Even 
with it, however, North American 
did not have too bad a year. Its sales 
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K 
ONE-CUSTOMER 
BUSINESS 


The aeronautics business bas- 
ically is government business. 
Many attempts to diversity 
into commercial lines have 
led to serious losses. Chart 
shows relative breakdown 
between commercial and de- 
fense business for leading 
companies in the field. 














dropped 7.8‘; to $964.2 million, profits 
were off 23°, to $23.4 million, or $2.87 
a share. At the very least, NA was 
not gambling against the kind of 
losses the big airliner makers were. 

In fact, watching his bigger com- 
petitors struggling with their com- 
mercial jet losses, McDonnell Air- 
craft’s President James McDonnell Jr. 
must have been tempted to smile. 
McDonnell has remained almost en- 
tirely a defense contractor. Like 
North American’s Kindelberger, he 
makes no apologies for the role. “De- 
fense contracting,” said he, “is here 
to stay. We like it and we're not 
alarmed that nearly all our business 
is in government contracts.” 

Why should he be alarmed? Mc- 
Donnell has been one of the success 
stories of U.S. post-World War II avi- 
ation. Capturing the Pentagon’s fancy 
with its manned fighters, McDonnell 
built his company’s sales volume from 
$39 million in 1950 to an estimated 
$436.9 million in the latest fiscal year, 
raised per share earnings from 88c to 
roughly $3.55. 


GENERAL DYNAMICS’ ATLAS: 
missiles were part of the secret 


Once again last year, McDonnell 
neatly proved that there is nothing 
wrong with being a defense contrac- 
tor. In spite of the uncertainties of 
defense procurement, despite the oft- 
reported demise of the manned planes 
on which McDonnell depends, the 
company snared a big government 
contract for fighters and seemed safe 
for at least another year. 


The Virtues of Smaliness 


Perhaps one of the virtues of being 
a smaller company like McDonnell is 
that it simply cannot afford the kind 
of gamble that put General Dynamics, 
Lockheed and Douglas on the rocks 
last year. Northrop is in a similar 
position. Middling-sized Northrop, 
like middling-sized McDonnell, has 
stuck to defense contracting and has 
done rather well at it. 

Unlike McDonnell, however, North- 
rop has long since swerved away from 
the manned plane toward missiles 
McDonnell’s backlog is still 77% in 
orders for manned jet fighters and 
interceptors. Northrop is way ahead 
in getting contracts for more advanced 
weapons. So deeply has Northrop 
gone into missiles, drones and space 
technology that even the phasing out 
of its huge Snark missile contract this 
year will not be an unbearable blow 

“Five years ago,” boasts President 
Thomas V. Jones, “Northrop was 
known as a one-program company. 
Today it has more than 70 different 
programs and projects.” As a diver- 
sified defense contractor, Northrop 
last year raised its earnings 11% in 
the first nine months. With an esti- 
mated return on equity of 16%, 
Northrop did not match McDonnell’s 
glittering 19.1%. But Northrop was 
still far ahead in converting to the 
more advanced types of defense tech- 
nology. 

Unlike McDonnell’s planes, Repub- 
lic’s did not fare well in the battle of 
last year’s budget. One swipe of the 
Air Force axe against the F-105 
contract and Republic’s nine-month 


73 











NEW THINGS ARE HAPPENING 
AT FREEPORT 


This past year Freeport increased greatly its sulphur 
productive capacity and brought its developed reserves 
to the highest point in its forty-eight year history. The 


company also undertook a major new marketing program. 


Two new mines were brought into pro- 
duction in 1960. Grand Isle, located seven 
miles off the Louisiana shore, ranks among 
the world’s largest sulphur mines. Lake 
Pelto, a smaller property opened at year’s 
end, brought to five the number of Free- 
port mines. 

Under the new marketing program, the 
company will be able to supply consumers 
in major markets with sulphur in liquid 
form — the form in which most of it is 
used — rather than the traditional solid 
form. New liquid storage terminals being 
built on the inland waterways and on the 
East Coast will provide customers with a 
more convenient, a more readily useable 
product in quicker time. 


FREEPORT SULPHUR COMPANY 
161 EAST 42nd STREET + NEW YORK 17, N. Y. 
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earnings dropped by 38% to $1.6 
million. Result: Republic earned 


| barely 7% on its equity capital, a low 


showing for a defense contractor. 

Which proved, of course, that de- 
fense contracting is not all beer and 
skittles. Republic Aviation’s President 
Mundy I. Peale wisely concentrated 
on defense orders and moved into the 
electronics side of the business. But 
he was still counting last year on the 
cut-back F-105 jet fighter-bomber for 
the bulk of his earnings. 

Faced with a somewhat similar situ- 
ation of a declining fighter plane mar- 
ket, Chance Vought’s President Fred- 
erick O. Detweiler decided to take his 
chances on steering CV into commer- 
cial markets. Chance Vought by 
year’s end had ventured into com- 
mercial data processing and had as- 
sembled a collection of mobile home 
and trailer manufacturers under its 
corporate wing. 

There were those in the industry 
who thought that Detweiler was on 
the right track. Mobile home-build- 
ing has been very much a growth 
industry. The manufacturing tech- 
niques involve a kind of metal-work- 
ing that is not radically different from 
those used in air-frame manufacture 


Sad Fate of C-W 


Still, in branching into a collection 
of miscellaneous commercial enter- 


| prises, Detweiler was seemingly ig- 


noring the sad experience of that once 
proud leader of the U.S. aeronautics 
industry, Curtiss-Wright. From al- 
most $600 million in 1956, C-W’s sales 
dropped to barely half that last year: 
its net dropped from $5.07 a share to 
probably $1. 

Curtiss-Wright’s former chairman, 
Roy Hurley, like Detweiler, had been 
faced with a decline in military sales. 
Instead of seeking to rebuild his de- 
fense business, Hurley switched C-W 
into such things as plastics, electron- 
ics, commercial and_ road-building 
machinery. 

End result: the decline of a once- 
proud defense contractor, the ousting 
of Roy Hurley and the installation 
of a new management determined to 
repair the extensive damage. Right 
now C-W’s new Chairman-President 
T. Roland Berner would dearly love 
to get back the defense business that 
Hurley let go by the board. 

For, if 1960’s experience made one 
thing clear, it was that the fate of all 
aeronautics companies is tied to the 
U.S. defense effort. Their fortunes 
will wax and wane as they adjust to 
changes in government spending. 

That is a lesson it has cost the in- 
dustry something like $1 billion to 


| learn. If last year was any indication. 


several of them still have not learned 


| it very well. 
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OFFICE EQUIPMENT 





NO MIDDLE GROUND 


Business is good, very good, for the office 
equipment makers—too good, in fact, for 


the health of many of them. 


some others it is 


Tue business machine makers, half a 
decade ago, saw that they were in the 
midst of a revolution. Industry’s quest 
for efficiency was shifting from the 
factory to the office, where white col- 
lar workers’ desks were being snowed 
under by a paper blizzard of reports 
and forms. There was a big future, 
it seemed clear, for anyone who could 
simplify, eliminate or automate office 
routine. 

The office equippers, a somewhat 
sleepy crew until then, welcomed the 
chance with open arms. Office auto- 
‘mation obviously was the coming 
thing, making theirs a great growth 
industry. The important thing, it 
seemed, was not to miss the boat. 


Separate Ways 


But for those who took it, it has 
proved a costly trip. Only one of them 
—that always stout voyager IBM— 
has yet reached port in the promised 
land. Ironically, the industry’s other 
really big money-makers these days 
are those—like Addressograph-Multi- 
graph—which refused to take the full 
excursion; and those—like Moore 
Corp.—which just stayed home. Its 
poorest performers have been those— 
like Royal McBee, Smith-Corona and 
Underwood—which just did not have 
what it took to make out, stay or go. 

The trouble with a _ revolution, 
whether in politics or technology, is 
that you either win big or lose big. In 


And for 
just plain terrible. 


a world turned upside down, there 
is no safe middle ground. Unless, that 
is, you are serving both sides. 

That’s the enviable position Thomas 
S. Duncanson, president of Canada’s 
relatively little-known Moore Corp., 
Ltd., finds himself in these days. 
Moore Corp. is the world’s largest 
producer of business forms. Though 
its home is Toronto, about 85% of 
Moore’s estimated $160 million in 
annual sales are made in the U‘S. 

Who wins the office automation race 
is not Duncanson’s concern. He could 
not care less. For data processing 
machines, whatever their make, chew 
up business forms at an astounding 
rate. From Duncanson’s point of 
view, the more paperwork the 
merrier. 

Thus while office automation has 
cost many other suppliers dear, it has 
treated Moore Corp. well. To be sure, 
by the industry’s standards, Moore’s 
sales over the past decade have risen 
at a not-too-spectacular rate, 149%. 
But its net profit per share has nearly 
quadrupled. As a result, Moore has 
fairly consistently earned a fat 19c 
on each dollar of its stockholders’ 
equity, a rate of return any other 
office equipper save IBM could only 
note with envy 


The Shy Plunger 


Not everyone can stay aloof from 
the electronic data equipment race— 


{)-« 


mS 


FINAL ASSEMBLY AND TESTING FOR GIANT “BRAINS”: 
save for IBM, higher deliveries have not meant higher profits 
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EDP, as the industry calls such gear. 
But astute President J. Basil Ward 
of Addressograph-Multigraph knows 
that there is more than one way to 
skin a cat. Ward’s outfit has been in 
data processing right from the be- 
ginning. He claims, in fact, that it 
coined the phrase “data processing.” 
But very early in the game Ward de- 
cided one thing: to shy clear of the 
big investment required to make 
costly “main frame” equipment (i.e., 
computers). 

It has proved a shrewd decision, 
and it did not really cost Addresso- 
graph its place in EDP at all. Big 
computers, Ward reasoned rightly, 
are like brains without eyes, ears or 
hands. They need a lot of satellite 
input-output equipment to be useful 
So he decided to supply it. 

Addressograph-Multigraph, famed 
for its addressing machines and dupli- 
cating equipment, was a natural for 
the job. Says Ward: “An address 
plate is a memory unit, isn’t it?” Ex- 
panding on A-M’s existing knowhow, 
Ward developed a line of peripheral 
data-handling equipment which was 
compatible with computers of all the 
major manufacturers. 

Customers went for them in a big 
way. Small, time-saving machines, 
they perform basic functions such as 
data recording, record-searching and 
accounting input. Best of all, they do 
the job without special training or 
large capital outlays. “Our machines,” 
says Ward, “can be put on the job 
where it is done.” 

Ward’s decision has paid off in 
spades. Sales have risen for seven 
years in a row. In just the past five, 
earnings have more than doubled (to 
$2.02 a share in fiscal 1960, ended 
July 31). And Addressograph gets a 
handsome 16.1% return on its stock- 


15 





holders’ investment—a rate which is 
exceeded among EDP equippers only 
by IBM and Friden. 


On Heartbreak Row 


At the very opposite pole of for- 
tune are such outfits as Royal McBee, 
Smith-Corona Marchant and Under- 
wood. All of them are typewriter 
manufacturers, and they all inhabit 
the industry’s heartbreak row. The 
one part of their traditional business 
that is growing nicely is electric type- 
writers, but mighty IBM skimmed 
much of the cream off that market 
long ago. So all of them have tried 
hard to find other areas in office 
equipment which still have elements 
of growth left—and where the entry 
fee is not too high. 

The pickings have not been good. 
For some years, all three have been 
flirting at best (e.g., Royal McBee, 
Smith-Corona) or drenched (e.g., 
Underwood) with red ink. 

For his last fiscal year (ended June 
30), Smith-Corona’s new President 
Emerson E. Mead reported an operat- 
ing loss of $455,000, a sum which was 
built up to a woeful $2 million by 
special charges incurred in closing his 
antiquated Syracuse (N.Y.) plant. 

At Royal McBee, Chairman Allen 
A. Ryan grimly wrote off nearly $2 
million in losses on obsolete inventory 
and abandoned projects last year, 
leaving paper-thin earnings of just 
28c a share. 

Underwood, which gave over con- 
trol to Italy’s Olivetti Corp., probably 
sustained mop-up losses approach- 
ing $4 a share last year. 

Just the same, both Royal McBee’s 
Ryan and Smith-Corona’s Mead sound 
remarkably confident about their fu- 
ture fate. Royal, for its part, has 
succeeded in making quite a splash 
(if not yet a profit) in the small com- 
puter field, which it was the first to 
crack. Claims Chairman Ryan: “We 
are definitely expecting to get sol- 


Cost Control 


Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
year. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 

NET PROFITS AS % OF SALES 


Latest 
Company 1955 1959 12 months 


IBM 9.9% 11.1% 11.6% 
National Cash Reg. 5.1 4.6 4.3 
Burroughs 5.4 3.0 2.1 
Addressograph-Mult. 9.1 7.4 8.1 
Royal McBee 43 1.2 2.5 
Smith-Corona 3.3 0.8 def. 
Moore Corp. 77 8.3 8.2 
Friden 69 5.3 6.4 


def.—deficits. 











idly in the black this year.” Some- 
what disappointingly though, Royal’s 
first quarter net slipped from 25c to 
16c a share. 

At Smith-Corona, President Bud 
Mead’s hopes are pinned to excursions 
into photocopying, accounting ma- 
chines and computing typewriters. 
Mead got off to a better start than 
Ryan; first quarter net rose from 6c to 
llc a share. But though some come- 
back is probably due for both Mead’s 
and Ryan’s companies, their real 
earning power remains very much in 
doubt. For each is trying to buck 
well-established opposition in areas 
where they have little or no experi- 
ence. And both are working with 
strictly limited resources. 


Over the Hump 


The main event in the office equip- 
ment battle, however, is in computers. 
That’s the arena in which the real 
titans of industry are matching 
strength—General Electric, Radio 
Corp. of America, Minneapolis-Hon- 
eywell, Sperry Rand and, of course, 


mighty International Business Ma- 
chines. It is a competition in which 
the stakes are very high, and the 
entry fee tremendous. 

The clear winner, running away, is 
IBM. Of the 4,257 computers of all 
sizes so far installed, more than 60% 
are IBM equipment. Of the estimated 
6,000 computers on order near year’s 
end, more than 4,000 are on IBM’s 
order book, over 3,500 for the small 
1401 machine alone. 

In fact, if IBM’s President Thomas 
J. Watson Jr. has a problem, it is find- 
ing the productive capacity to make 
good on his huge order backlog. At 
least that is what competitors’ sales- 
men last year were telling prospective 
computer users, warning them that 
they may have to wait several years 
to get delivery if they insist on IBM’s 
big brains. Retorts Gilbert Jones, 
head of IBM data processing: “While 
we've lost a few orders to competitors 
who could deliver more quickly, this 
has not been a significant factor. We 
are seeking ways to further reduce 
the 1401 backlog (now 24 months) 
through increased production—al- 
ready scheduled to reach a 10-a-day 
rate during 1961.” 

Something else which IBM alone 
has been delivering: profit. Just 
what the accounting status of IBM’s 
leased equipment is, nobody out- 
side IBM knows for sure. It is a 
closely guarded secret. But the whole 
industry is pretty certain that Wat- 
son’s growth giant is well past the 
breakeven point on its EDP gear. 
That’s something no other computer 
maker yet claims. 

Getting over the breakeven hump 
in computers is not easy. Even for 
the biggest outfits, development costs 
run high. Then when you have ma- 
chines to sell, your situation gets 
worse. You have to set up costly 
armies of trained engineers and sales- 
men to solve customers’ problems and 
service their equipment. Finally, 
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IBM+ 

Burroughs 
National Cash Register 10.1 
Addressograph 13.9 
Royal McBee 5.6 
Smith-Corona Marchant 8.7 


23.2% 24.3% 
16.2 9.2 


23.2% 
declined 


43.6¢ 18.1% 20.0% 
16.6 9.4 7.6 

12.2 5.4 24.8 13.9 11.0 

13.9 12.4 19.6 15.4 16.1* 
declined declined : 8.9 6.0 cE ag 
declined declined i 9.2 5.8 deficit* 
Moore Corp., Ltd. 10.1 13.8 13.7 , 23.0 19.4 19.3 
Friden, Inc. 23.7 16.7 94 13.0 19.8 15.8 17.6 
Key for numbered footnotes, page 111. *1960 fiscal year. {Consolidated after 1956. 
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Computer making is a glamorous 
business, but it has not been a very 
profitable one yet for anybody ex- 
cept IBM. The real earnings gains 
have been made by the smaller 
outtits which moke “peripheral” 
equipment and supplies. 


Earnings Growth 
HERE Return on Equity (Average 1954-9) 


ae 


Return on Equity (1954-9 Average) 


Makers® Equip. & Suppliest 
*IBM, NCR, Burroughs 


tAdd.-Mult., Moore, Friden 
s SmithCorona 











every sale you make means money 
out of pocket. For all but the smallest 
computers are rented, not sold. And 
it may take five years for rental in- 
come and depreciation to catch up 
with your out-of-pocket capital cost. 


Wait for Tomorrow 


That is why, in a great growth in- 
dustry, many office equipment com- 
panies have shown blessed little gain 
in profit of late. In the past decade, 
for instance, the combined net earn- 
ings of the eight office equippers sur- 
veyed here roughly trebled, from 
$64.3 million to $199.4 million. Take 
away IBM though, which contributed 
$112 million of that $135 million gain, 
and the record is not very impressive. 

The rest of the increase came from 
the industry’s computerless special- 
ists: Moore Corp. (forms), Addresso- 
graph (copying, addressing, and pe- 
ripheral EDP equipment) and Friden 
(calculators and, recently, satellite 
EDP gear). Another modest gainer 
was National Cash, long dominant in 
cash registers and posting machines. 

On the other side of the ledger, 
Burroughs, Smith-Corona and Royal 
McBee all showed earnings declines. 

The ability of little Friden ($48.4- 
million assets) to make out where 
big outfits like Burroughs ($327.8- 
million assets) have not, points a 
moral. Size has not counted so much 
toward success in office equipment of 
late as has a lively specialty. Like 
Friden, smaller outfits like American 
Photocopy and Haloid Xerox have 
done very nicely. 

Friden’s secret was its commanding 
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position in small calculating machines, 
which account for an estimated one 
third of the market. That gave it a 
handy springboard from which to 
launch into more sophisticated auxil- 
iary equipment for computers, just 
as Addressograph’s money-making 
staples did. 

As a result, Friden’s Chairman- 
President Walter Johnson can point 
proudly to a doubling of earnings be- 
tween 1954 and 1959. On top of that, 
last year Johnson tacked on a whop- 
ping 30°, gain in earnings, to an esti- 
mated $4.50 a share. Friden’s net re- 
turn on equity: a fine 17.6%. 


The In-Betweens 


Two office equippers who, pro- 
portionate to size, would love to do 
as well are Burroughs Corp.’s Presi- 
dent Ray Eppert and National Cash 
Register’s new chief executive Rob- 
ert S. Oelman. In mid-passage be- 
tween the old and the new, both 
outfits have suffered a profit squeeze. 

Harder-hit of the two has been 
Burroughs Corp., under hard-driving, 
sales-minded Ray Eppert. In the mid- 
1950s, a crash program to establish 
Burroughs as a top producer of 
medium-sized computers and mod- 
ernize its existing line of bank ac- 
counting machines took a heavy toll 
of profits. They have yet to recover. 
In 1960, in fact, Burroughs earned 
less per share than it had in any year 
between 1947 and 1957. 

Last year was supposed to be Bur- 
roughs’ comeback year, after three 
poor ones. And in the first half it 
seemed it would be: earnings rose 
57°. But profits collapsed in the third 
quarter, producing a net of just 17c 
a share (vs. 33c in profit-poor 1959). 
That made it unlikely that Burroughs 
could wind up the year earning more 


ELECTRONIC ACCOUNTING MACHINE: 


than another sub-par $1.40 a share 

Wall Street, which has always re- 
garded Burroughs highly, was not a 
little shocked by this turn of events 
The reversal of the high expectations 
for Burroughs raised doubts. Why 
did Burroughs’ slender 3 profit 
margin persistently fail to rise? Since 
it so obviously needed to conserve its 
cash, why had not Burroughs long 
since cut its $1 dividend? And when, 
if ever, would it begin to realize a 
profit on its much-touted EDP equip- 
ment? 

Toward such tough questions Ep- 
pert kept his own counsel. He did not 
wish to be caught, as Burroughs’ men 
have in the past, making overopti- 
mistic projections. Of late, however, 
Burroughs’ earnings figures have 
spoken louder than any words. 

It’s no secret that Eppert counts 
heavily on a line of new EDP prod- 
ucts, to be introduced early this year, 
to turn the tide decisively. They are 
sure to be technically advanced, for 
Burroughs’ design and engineering 
skills are justly famed. Among its 
triumphs: the phenomenally reliable 
computer used to guide Atlas missiles; 
the fastest check-sorting machine yet 
marketed. Whether they will be ad- 
vanced enough to restore Burroughs’ 
competitive position remains to be 
seen. 


Marking Time 


At famed old National Cash Regis- 
ter, President Robert S. Oelman has 
his problems too, but they are of con- 
siderably less magnitude. Like com- 
puter makers everywhere, he is mark- 
ing time waiting for his EDP income 
to exceed his outgo. Meanwhile his 
aggressive sales force is peddling a 
host of new and salable products, 
including carbonless carbon paper 


between the old technology and the new, a profit squeeze 
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and “Post-Tronic” bank posting ma- 
chines. Combined with NCR’s bread & 
butter cash register business and its 
staple accounting machines, they have 
kept earnings at least on an even keel. 

That stability is important. For like 
Burroughs, NCR is in a transitional 
period. Its traditional mechanical and 
electro-mechanical accounting ma- 
chines are giving way to today’s 
highly sophisticated EDP equipment. 
The development costs on these run 
high. Currently NCR is spending 
some $15 million a year on research, 
three times its outlays of five years 
ago. That plus fast-rising deprecia- 
tion on leased machines has taken its 
toll of earnings, which have yet to 
rise above 1956’s record $2.62 a 
share. 

The trend in cash flow, however, is 
much more encouraging. It has risen 
77.5% since 1956, last year probably 
totaled $5.15 per share, or more than 
twice reported earnings. 

Even at that, however, Oelman has 
had to do some substantial new 
financing to bankroll NCR’s expan- 


| sion into EDP. Last year National 
| Cash floated a $40-million issue of 
| non-convertible debentures after 


calling, in 1959, an earlier convertible 


| issue. “I hope,” says Oelman, “that 
| this will see us through 1962 at least.” 
| Adds he: “If our new machines are 


extremely successful, of course, we 
may have to borrow more. But it is 
never a problem to borrow when you 
have a signed sales contract in hand.” 

When will National Cash’s EDP in- 
come exceed outgo? Wall Street's 
guess is 1963, but Oelman himself 
frankly confesses to uncertainty. The 
greater NCR’s immediate success in 
EDP, he points out, the longer the 


| wait is likely to be. But, of course. 


the greater too the rewards. 
End in View 


What Burroughs and National Cash, 
along with all the computer-making 


| inbetweeners, hope to become does 
| not take much imagination, only clear 


vision. Their model is simply IBM, 


| that paragon of profitability. 


Last year was one of IBM’s usual 


| good years. Sales, up somewhat less 


| than normal, increased 11°. But 


| earnings, thanks to a smaller propor- 


tion of low-margined defense busi- 
ness, rose a rollicking 17.5%. 
But the real measures of IBM’s 


| superb profitability were its fine 20% 
| return on stockholders’ equity, its fan- 
| tastic 11.6% net profit margin, and 


its ability to make each dollar of re- 
invested capital produce 26c in new 
annual earnings. Given those re- 
markable targets to shoot at, the rest 
of the industry has no need to aim 
at the stars. 
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PACKAGING 





IT’S WHAT’S INSIDE THAT COUNTS 


Industry’s star salesmen, the container makers, now 
loom larger than many of the industries they serve. 


But for stockholders 


THERE WAS a time when a container 
was simply something you put some- 
thing else in. For better or worse, 
that time is long past. In a nation 
where nearly one third of the mar- 
ried women hold outside jobs, the 
package has become a part-time maid 
who does the pots and dishes. It has 
also become industry’s star salesman. 
Lying there in the supermarket 
freezer, one man’s TV dinner is pretty 
much like any other. So the differ- 
ence between a fat year and a lean 
one for a food producer has largely 
become the persuasive allure of his 
wrapping. 

Appealing to such needs, the pack- 
aging industry last year sold an esti- 
mated $12.5 billion worth of paper, 
metal, glass and plastic containers. 
That is 19° more than it sold two 
years ago, 50°. more than in 1954. 

As an industry, packaging now 
looms as large as steel in the na- 
tion’s economy. Indeed, the container 
makers are now bigger in the aggre- 
gate than many of their very best 
customers—home appliance producers, 
dairies and breweries, even the en- 
tire processed foods industry. 

Victims of their own enormous in- 
genuity, the packagers are fiercely 
competitive as never before. Last 
year, while metal container makers 
were making important inroads into 
that long exclusive preserve of glass, 
soft drinks, the glassmakers were 
launching a vigorous attack on the 
beer can. But however the battle 
went, the paperboard makers were 
left in pretty good shape, thanks in 
part to the rise of six-pack merchan- 
dising. That is one reason why they 
have been better able to protect their 
profit margins recently than have the 
canmakers. 


Brainstorming 


To make their products even better 
salesmen and kitchen helpers, con- 
tainer makers labor hard to seize 
economic advantages over competing 
materials. Developing an aluminum 
can that opens by pulling a tab, or 
a glass bottle which is _ stronger, 
lighter and cheaper all at the same 
time, is not as easy as it seems; the 
technical problems are enormous. Yet 
some of the most feverish brainstorm- 
ing goes into naming the triumphant 
results. A small sample of one major 
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last 
a case of a bigger box, 


year, it was 


mostly 
not larger 


contents, 


company’s paper wares: Tyton, Pak- 
a-Pan, Piggy-back-Pak. Yet just 
when you think the very limits of 
coyness and orthography are reached, 
down the pike comes “Hi-Fi paper- 
board with a Glamakote finish.” 

So stiff is the competition that some 
packaging companies have preferred 
to concentrate all their time and 
money on the things they know best. 
Thus Union Bag-Camp Paper and 
Container Corp., have hewed almost 
exclusively to paper products, shunned 
ventures into metal or glass. 

But more have turned to the very 
materials they formerly despised. 
Thus Owens-Illinois, the No. One 


tion facilities up to snuff is a costly 
affair in the fast-moving packaging 
industry. To pay the freight, the pack- 
agers have gone increasingly into 
hock. 

When Lucius Clay took over Concan 
in 1950, for example, he inherited a 
long-term debt of $47 million. He 
has since quadrupled it (to $187 mil- 
lion). A decade ago American Can’s 
William Stolk paid interest on a tri- 
fling $10 million of indebtedness. In 
the years since, he has gone to Wall 
Street repeatedly, bringing back $40 
million last year alone. Canco now 
has a debt load of $252 million—near- 
ly one third of total capitalization. 

The canmakers have not been the 
only big borrowers. Owens-Illinois’ 
debt has jumped nearly ten-fold (to 
$98 million) in the past seven years. 
Container Corp., debt free as recently 
as 1954, now owes $39 million. 


The Payoff 


Well, what has it gotten them? In 
terms of sales growth, all the major 
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share of the total pockaging 
materials market it had in 
1954. Here's how it breaks 
down: 
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glass specialist, now owes 24% or so 
of its sales to paper and plastic prod- 
ucts. American Can, the world’s 
biggest producer of metal containers, 
now derives fully one third of its 
volume from fiber, paper and plastic 
containers, and is moving into glass. 
Continental Can, second only to Canco 
in metal, now gets nearly half its 
sales from other things than tin cans. 
“Long ago,” explains Chairman Lucius 
Clay, “we recognized that the can is 
not an all-purpose package.” 

For these companies the fastest 
entree into new fields has been to 
buy up an already established pro- 
ducer. Often as not, this has meant 
dealing out stock to tax-minded sell- 
ers. And this, in turn, has meant 
running the risk of diluting existing 
earning power. Continental, for ex- 
ample, has doubled the amount of its 
common stock outstanding in the past 
ten years. Diamond National’s has 
more than doubled since 1955 alone. 

Keeping research keen and produc- 


packagers look fairly impressive. Of 
the six companies surveyed here, four 
—Union Bag-Camp, Container Corp., 
Owens-Illinois and Diamond National 
—set new sales records last year. 
Two—American Can and Continental 
Can—were within a very few per- 
centage points of records they had set 
in 1959. 

Most impressive gainer of all is 
Continental Can, now the world’s 
biggest packager. Ten years ago Con- 
tinental’s annual sales trailed Canco’s 
by a wide margin, $398 million to 
$560 million. But aggressive ventures 
into glass and paper packaging pushed 
Concan past the billion dollar sales 
mark in 1956, a year ahead of Canco. 
Concan’s Clay has kept a slender lead 
ever since. Last year he wound up 
with an estimated $1,140 million in 
sales, topping Stolk’s estimated $1,075 
million by 6%. 

Clay has repeatedly denied any 
preoccupation with mere growthman- 
ship. “Bigness was not our objective,” 











he says. “Our purpose was to serve 
the market.” 

Yet in some important ways, neither 
Concan’s Clay nor Canco’s Stolk have 
served their stockholders very well 
in the process. Continental’s record 
of building up stockholders’ equity 
has been quite undistinguished, Can- 
co’s even less so. Where the book 
value of a Canco share has been 
growing at an average compounded 
rate of just 3.5% per year, a Conti- 
nental share at 4.7°7, paperboard spe- 
cialist Container Corp.’s shares have 
been growing at an impressive 8.7% 
per year. 

No less a blemish on the canmakers’ 
corporate escutcheons has been a sub- 
stantial dilution of earning power. 
Between 1954 and 1959, Concan’s net 
per share had increased only 17% as 
fast as total earnings. At Canco, while 
total profits had risen about one 
third over the same period, net per 
share had actually dropped a bit. And 
each was expected to report lower 
earnings in 1960 than in 1959. 


The Match Went Out 


Diamond National Chairman Rob- 
ert G. Fairburn had a considerably 
stronger’ reason for risking serious 
dilution through the 1950s. Remem- 
ber those familiar kitchen safety 
matches that came in the familiar blue 
box with the broody owl on the 
cover? In them the old Diamond 
Match Co. had developed one of the 
most effective packages in U.S. his- 
tory. But that business had its limi- 
tations. So Diamond decided to capi- 
talize on its talents by producing 
packages for others. It first did so in 
a big way in 1955, when it merged 
with a major egg-carton maker (Gen- 
eral Package Corp.). Fairburn quickly 
followed that up by merging with a 
paperboard maker (Gardner) in 1957, 
a major printing firm (U.S. Printing 
and Lithography) in 1958. 

As a result, where matches, tooth- 
picks and other wood products ac- 
counted for more than half of total 
sales as recently as 1955, packaging 
materials now provide more than 
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Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem that faced U.S. businessmen last 
yeor. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 


NET PROFITS AS % OF SALES 


Latest 
1955 1959 12months 
5.0% 


American Can 3.7% 
Continental Can 4.1 2.9 
Owens-Illinois 7.6 7.4 
Container Corp. 6.3 6.1 
Union Bag-Camp 10.6 9.6 
Diamond National 69 45 


Company 











two thirds of revenues. But such 
quick growth has not come cheap. 
To pay for these major acquisitions, 
since 1955 Diamond National’s com- 
mon stock outstanding has doubled. 

Thanks to Fairburn’s efforts, Dia- 
mond National’s present chief execu- 
tive officer, President William Wal- 
ters, has larger profits to work with. 
Total net has risen 45°; (to an esti- 
mated $13.2 million last year). Wal- 
ters, moreover, seems to be making 
real progress in integrating his newly 
acquired pieces into a_ profitable 
whole. Last year his earnings rose 
a handsome 26° 
estimated $2.70 per share. Still, that 
was a long, long way from the $3.95 
old Diamond Match alone could earn 
in a red-hot year like 1950. 

No such excursions have occurred 
at Container Corp. of America. Until 
his death, Founder Walter Paepcke, 
who had put the company together 
in 1926 out of four previously unrelat- 
ed paper firms, consistently preferred 
to tend strictly to his own business: 
paperboard. At the time, paper was 
barred from such big-volume pack- 
aging markets as soft drinks and milk. 
But that did not bother Paepcke. 
Said he: “We're in business to make 
our money grow, not to build a monu- 
ment of high sales volume.” 

At Paepcke’s death last April, Con- 


above 1959’s to an 


tainer Corp. was a worthy monument 
to that idea. Taken as a per cent of 
sales, to be sure, its profit margins 
had been nothing to brag about. Nor 
are they still. Averaging 5.9% over 
the past five years, they were well 
behind the 10% that an outfit like 
Union Bag-Camp showed. 

But this was only to be expected. 
Paepcke was not interested in big 
plants or big forest reserves. He con- 
centrated instead on building up a 
nationwide network of medium- 
sized plants close to individual mar- 
kets. He could do it because he used 
a low-cost raw material everywhere 
at hand: wastepaper. Adding bits to 
pieces, Container Corp. became the 
world’s biggest producer of paper- 
board products. 

It also became the most profitable 
one. Thus in recent years, Container 
Corp. on average has earned a 14.8° 
return on book value—a better return 
than big plant-minded, timber-rich 
Union Bag-Camp’s 13.2%. 

No other big packager has done 
a better job of minimizing dilution 
than Container Corp. Last year it 
was able to score a new high in sales 
(an estimated $330 million) and keep 
its earnings per share (an estimated 
$1.75) impressively close to the rec- 
ord $1.83 it earned in 1959. On 
average, Container Corp. has passed 
along 85% of its gains in earnings to 
its common. Union Bag-Camp’s re- 
cent average: 35°. 


Stay East? 


In his way, Union Bag’s Alexander 
Calder Sr. was as single-mindedly de- 
voted to the paper bag business as 
Paepcke was to paperboard. The 
biggest move he ever made in his 30- 
year career as head man at Union 
Bag had been to merge with Camp, 
another paper specialist, back in 1956. 
It was this move that has accounted 
for most of the 34% increase in the 
common stock outstanding. 

Even Calder’s interest in new mar- 
kets was somewhat specialized. Both 
of Union Bag-Camp’s basic paper 
mills were—and still are—in the East, 
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in the heart of extensive timber re- 
serves in Virginia and Georgia. None 
of Calder’s converting plants were 
west of St. Louis and Chicago. 

Now that Calder Sr. has retired 
from active management, however, 
all this may change. Just weeks after 
he took over as president and chief 
executive officer last April, his son, 
45-year-old Alexander Calder Jr., 
set out to buy the forest and mills of 
Arkansas-based Crossett Co. No small 
deal, it involved $156 million (Union 
Bag-Camp’s total assets: $215 mil- 
lion). But the deal fell through. 

There does not seem much doubt 
though that Calder has wider-ranging 
geographical. interests than did his 
father. Crossett’s timber and mills lie 
west of the Mississippi, territory his 
father had never explored, or at least 
had never developed. 

For all its long history as the world’s 
biggest glassmaker, Owens-Illinois 
Glass Co. has shown none of Union 
Bag-Camp’s reluctance to diversify 
into other materials. As far back as 
1955, Chairman John P. Levis had 
“acquired” his way into paperboard. 
In 1958 he got into semi-rigid plastics 
on his own. 

Clearly Levis was under less pres- 
sure to spread his bets than, say, the 
canmakers. His chief raw material 
is one of the cheapest and most abun- 


dant materials on earth: sand. Raw 
materials eat up just 36 cents or so 
out of Levis’ sales dollar. Continental’s 
materials bill, by contrast, comes to 
57c on the sales dollar. Thus although 
glass-making facilities involve large 
chunks of capital, Owens-Illinois has 
been the only major packager in re- 
cent years to top Container Corp. in 
the earning power of its stockholders’ 
equity—an estimated 15.8% return in 
1960 compared with Container’s 
14.2%. 


Brittle Glass 


But pressure or no, Levis has di- 
versified. So far his moves have pro- 
duced mixed results. Last year per- 
haps 24% of Owens-Illinois’ record 
sales of some $560 million came from 
non-glass products. But high start-up 
costs in four new plastics plants cut 
into profits. Thus, for the first time 
in five years, total net seemed likely 
to fall below $35 million. Included in 
the total, moreover, was more than $3 
million in dividends from Owens- 
Illinois’ $240-million investment port- 
folio (which includes a 2.1-million- 
share block of Owens-Corning Fiber- 
glas stock). 

Levis, however, is convinced his 
diversification efforts make good 
sense. Lately glass, which still ac- 
counts for 76° of sales, has shown a 


somewhat brittle price structure. 
“Prices,” reports Owens-Illinois’ 
moneyman, Financial Vice President 
Palmer W. Hancock, “have either 
stood still or declined in the face of 
intense competitive pressure.” 

In buying into the paper and plas- 
tics business, Owens-Illinois has paid 
partially in stock. Not surprisingly, 
some dilution has resulted: per share 
earnings have been rising only about 
half as fast as total net. While not 
so severe as the dilution in Canco and 
Continental earnings, it is also not as 
good a record as that of single-minded 
Container Corp. 

From all this it does not necessarily 
follow that such moves as Owens- 
Illinois’ into other packaging materials 
have been foolish. Almost certainly 
the packaging industry is going to 
grow more competitive, not less so 
And there is just no way of knowing 
when, in whose laboratory, using what 
kind of material, someone may devise 
a container that will be both a supe: 
star salesman and so great a mother’s 
helper that it can mind the baby. 

On the other hand, as far as stock- 
holders are concerned, diversification 
has not been without its price. Big 
as the industry’s sales and profits 
packages have grown, the real con- 
tents have generally increased less— 
or not at all. 











the wheels of progress are turning! 


a. 
Cig 


Panhandle Eastern has taken regulation and 
competition in stride . . 
tremendous growth over the years. It wants to 
continue to grow 
new and old customers. . . 


Panhandle Eastern’s subsidiary—Trunkline— 
has recently expanded into southern Michigan. 
Tl runkline has also received Federal authorization 
to serve St. Louis and northern Indiana. To 
maintain service to these areas—as in any other 
business—investors must receive a fair return 
commensurate with their risks. 


Panhandle is keeping the wheels of progress 

is continuing to develop gas reserves 
to produce and deliver natural gas to meet our 
nation’s growing needs. 


turning... 


PANHANDLE EASTERN PIPE LINE COMPANY 
Subsidiary: TRUNKLINE GAS COMPANY 


120 Broadway, New York 5, New York 


. experienced 


... bring more natural gas to 
to new and old areas 
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NON-FERROUS METALS 


THE WORM TURNS 





Reversing their usual roles, the copper com- 
panies outdid the aluminum companies in 


profitability last year. 


For aluminum the 


upset was humiliating as well as costly. 


For THE copper producers, 1960 was 
just another rather mediocre year, 
but they did have at least one slim 
consolation: for once, their rivals, the 
aluminum producers, were in no con- 
dition to do much gloating. 

Last year goes down in business 
history as the year the postwar buy- 
ers’ market finally caught up with 
aluminum—with a vengeance. All 
three domestic producers reported 
nine-month declines in sales, ranging 
from 1.8% in Reynolds’ case to 2.9% 
in Kaiser’s. But that was not the 
worst of it. At the same time that 
demand began to slip, vast amounts 
of new capacity were ready for action. 

Inevitable result: idle plants, pres- 
sure on prices and drops in profits 
that were severe all out of proportion 
to the modest sales declines. At the 
nine-month mark, for example, Reyn- 
olds’ net earnings were down by 39.3% 
and Alcoa’s by 27%. (Kaiser re- 
ported a 15.1% increase in earnings, 
but this was partly due to a substan- 
tial tax credit; even so, Kaiser’s net 
would be barely half what it was as 
recently as 1956.) 

There was no secret about what 
was causing the trouble: overexpan- 
sion. Aluminum makers had become 
the victims of their own cockiness. 
They chose to ignore the fact that 
much of their prosperity in the early 
and mid-Fifties was due to since- 


IN 
an industry that has learned to live with adversity 
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discontinued government stockpiling. 
They simply assumed the market 
would go on growing at its old rate. 
But it did not. 


“I Told You So” 


Wagging a finger at his colleagues, 
Aluminium Ltd.’s Nathanael V. Davis 
late last year sternly lectured them 
on the consequences of their folly. 
“Present overcapacity in the United 
States,” he said, “is but little short of 
total consumption in 1950. In Canada, 
Aluminium Ltd.’s smelters are oper- 
ating at approximately 80°. of ca- 
pacity .. . with the power and raw 
material infra-structure to support a 
considerably higher capacity.” 

Davis could well say “I told you so” 
had he been so minded. When his 
U.S. rivals had launched their huge 
expansion projects in the mid-Fifties, 
Davis had hoped they would hold 
back expansion of basic ingot capac- 
ity, buy ingots instead from Alumin- 
ium, produced by low-cost Canadian 
hydroelectric power. 

But Reynolds and Kaiser, and later 
Alcoa, insisted on building their own 
new ingot capacity. “One outcome,” 
clucked Davis, “has been the peddling 
of aluminum around the world under 
fiercely competitive conditions. ... On 
the fabricating side of the industry, 
profit margins in North America and 
particularly in the United States have 


shrunk .. . and in certain areas have 
.. completely disappeared.” 


Aluminium’s Insulation 


Davis managed at least partially to 
insulate his company this year. De- 
prived of the lion’s share of the US. 
market, he had turned to cultivating 
Aluminium’s overseas outlets. Last 
year that policy paid off in spades. 
While the U.S. economy faltered, Eu- 
rope’s continued to boom. Shipping 
vast tonnages te both captive and 
independent fabricators abroad, Alu- 
minium raised its sales 20.3% in the 
first nine months. Its profits, mean- 
while, were greatly helped by the 
fuller utilization of capacity; per share 
earnings jumped 110° at the three- 
quarter mark to assure Aluminium 
the best year since 1956. 

But elsewhere in the industry, over- 
capacity had taken a sad toll. Once 
proud of its status as a high-profit 
“growth” industry, the three big U.S. 
producers were showing profits more 
typical of so-called “mature” indus- 
tries. Alcoa last year earned just 
under 5% on its stockholders’ money; 
over the previous five years it had 
averaged a return of 10.7%. Reyn- 
olds’ five-year average return was 
13.3; it fell last year to 5.9%. Kaiser 
earned just 6.4% as against a five- 
year average of 12.5%. 

Aluminium (see performance fig- 
ures, p. 83), on the other hand, 
earned 7.3°% last year, not far below 
its five-year average rate of 7.7%. 
As the year wore on, the U.S. pro- 
ducers tried harder to emulate their 
Canadian competitor by selling their 
excess ingots abroad. 

But Aluminium was far ahead of 
them. At year’s end, aluminum was 
very much in oversupply in the U.S.— 
and the end was nowhere in sight. 
Meanwhile, Europe’s thriving econ- 
omies were still a prime market. 


Reversed Roles 


By comparison, at least, 1960 was 
a year when the big copper com- 
panies looked fairly good. Not that 
they lacked their troubles: Phelps 
Dodge was strike-bound during much 
of the year and, as a domestic U.S. 
producer, did not have the relatively 
strong European market working for 
it. Phelps Dodge’s nine-month net 
tumbled a further 16.8% from the al- 
ready depressed 1959 levels (when it 
was also largely strike-bound) to the 
lowest point since the Forties. Ana- 
conda, hit by labor trouble in both 
Chilean and domestic mines, dropped 
14.8% in net. 

But the copper industry, unlike the 
aluminum industry, has learned to 
live with adversity. In spite of the 
industrial slump in the U.S. and the 
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continued cutting into copper’s mar- 
ket by aluminum, the price of the red 
metal was remarkably stable last year. 
From November 1959 to October 1960 
its price remained steady at 33 cents 
a pound. 

Strikes, by curtailing production, 
had helped keep prices steady. So 
had strong European demand and a 
fair amount of scare stockpiling by 
users worried over the fate of the big 
Congo and Rhodesian mines. Before 
the year was over, it became obvious 
that copper had actually beaten alu- 
minum in profitability. Reversing their 
old roles (see performance figures), 
Kennecott, for instance, scored a 
10.2% return on equity last year, far 
outpacing Reynolds’ 5.9%. 


Self-Help 


Circumstances had helped copper. 
But the big copper producers were 
also going in for a fair amount of self- 
help. American Smelting & Refining, 
for example, boosted its earnings 
a whopping 85.9°. in the first nine 
months. A good part of the improve- 
ment was a result of well-planned 
investments launched many years be- 
fore. Asarco Chairman John D. 
MacKenzie got a big assist from 
Asarco’s rich Mount Isa lead, zinc and 
copper mine in Australia which was 
able to step up production last year 
to supply its booming domestic mar- 
ket. More help was on the way from 
Asarco’s 51.5°% share of the rich new 
Toquepala mine in southern Peru. 
Toquepala metal will go a long way 
toward relieving Asarco’s big re- 
fineries of their costly dependence on 
metal purchased in the open market. 

President Frank Coolbaugh’s Ameri- 


Cost Control. 


Many businessmen regarded the squeeze 
on profit margins as the No. One prob- 
lem thot faced U.S. businessmen last 
yeor. How effective were managements 
in preventing rising costs from cutting 
into profit margins? The figures below 
show the trend of net profit margins. 

NET PROFITS AS % OF SALES 


Latest 
1955 1959 12 months 


Company 
COPPER 
Anaconda 
Kennecott 
Phelps Dodge 
ALUMINUM 
Alcoa 10.4 6.5 5.1 
Aluminium Ltd. ‘ 5.4 78 
Reynolds Metals 9.1 7.5 
Kaiser Aluminum 5.1 5.8 
OTHER METALS 
Internat. Nickel 18.6 17.1 
Amer. Smelt. & Ref. . 3.8 5.5 
National Lead f 99 9.5 
Amer. Metal Climax ; 49 5.3 
Cerro Corp. . 5.7 6.5 


10.3% 94% NA 
22.9 13.1 14.0% 
20.9 12.1 11.0 





NA—Not available 








from some shrewd moves started in 
the recent past. Until recently, Amax 
depended almost entirely for its 
profits on its rich South African cop- 
per mines and from custom smelting 
in the U.S. The 1957 merger with 
Climax Molybdenum, however, put 
Amax in a promising new field—and 
molybdenum demand held up sur- 
prisingly well last year. Coolbaugh 
raised Amax’ sales by 11.3°,, its prof- 
its by 35.7°7 in the first nine months of 
1960, and a good share of the credit 
belonged io molybdenum 
Encouraged by these results, Amax 


integration. “My job,’ said Cool- 
baugh, “is to strengthen the company 
along raw materials lines and to see 
to it that we process them to the final 
stage and sell them as well. This 
means we will be getting into fabri- 
cating, too.” 

Cerro Corp.’s President Robert 
Koenig has had a similar idea. Hav- 
ing spent $35 million to buy up five 
U.S. fabricating companies in recent 
years, Koenig was in a good position 
last year to wring the maximum 
profit out of his low-cost Peruvian 
ore. Cerro’s nine-month net jumped 
a solid 33.8% on an 11.9% increase in 
sales. 

What Asarco, Amax and Cerro have 
done recently in the way of integra- 
tion, the Big Three, of course, did 
long ago. Anaconda, Phelps Dodge 
and Kennecott are all highly inte- 
grated companies. Because of the 
strikes, however, only Kennecott was 
able to produce an earnings improve- 
ment last year. True, the good news 
was watered down by Kennecott’s 
losses in South Africa, where it threw 
in the towel on its $47-million invest- 
ment in gold mines there. Neverthe- 
less, on an operating basis Kennecott 
did quite well. Largely strike-free. 
Kennecott was able to cash in on the 
thriving European market, raised net 
7% on a 4.3% increase in sales at the 
third-quarter mark 


Inco’s Balanced Expansion 


On several major accounts, how- 
ever, both the copper producers and 
the aluminum producers might well 
have taken a leaf from the book of 
mighty International Nickel Co 
has judiciously balanced 


Inco 
expansion 





cain Metal Climax was also benefiting was planning further expansion and with price restraint 


HOW WELL HAVE THEY DONE? 


in stimulating... In achieving... In avoiding ...| in producing ...in making... 
GROWTH PROFITABILITY DILUTION | STABILITY 
(compounded annual rates)’ (rates of return? of income 


| Sales EARNING POWER 
| Revenues | Cash Flow Net Profit 
a 


It expanded fast 





profits 





| Stockholders 
Equity 


Cash | Net | Est. 1960 
Flow'? | Income’ |Net Income 





Comprehensive 
Index’ 


Success Stability 
Ratio‘ | Factor® 


Efficiency 
Index® 
| | 


Company 

















COPPER 
Anaconda 6.5% 
Kennecott Copper 0.6 
Phelps Dodge 0.6 
ALUMINUM 
Alcoa 3.9 4.6 
Aluminium 6.5 42 
Reynolds Metals 9.9 14.6 
Kaiser Aluminum 10.1 77 
OTHER METALS 
International Nickel 5.4 3.7 6.0 
Amer. Smelt. & Ref. declined declined declined 
National Lead 4.9 7.9 7.1 
American Metal Climax" 5.2 3.5 1.6 
Cerro Corp. 16.1* 4.2* 


Key for numbered footnotes, page 111 


17.3% 
declined 
declined 


12.5% 1.9% 
declined 3.0 
declined 6.0 


12.1l¢ 
14.2 
18.2 


18% 55% 
12.9 10.2 
15.8 9.6 


65.5% 6.0% 15.6¢ 85 
105.7 19.0 0 85 
98.9 0.3 0 85 


declined 9.7 

declined 7.6 
12.8 18.3 

declined 


19.3 10.7 49 
15.0 77 13 
20.7 13.3 55 
23.8 12.5 6.4 


142.9 15.9 90 
124.8 40.6 90 
68.4 32.5 90 


183.5 8.0 85 


22.0 18.0 19.9 
11.3 78 6.4 
26.8 22.3 19.1 
19.8 15.3 18.7 
declined 98 7.0 57 


*Pro forma 


111.5 17.5 
119.5 40.4 
94.7 44 
42.6 37.1 

t 19.8 


*Net income increased, net per share declined 


FORBES, JANUARY 1, 1961 





HARSHAW 
CHEMICALS 


Harshaw Synthetic Crystals 


oi the space age 


are not only being used to explore the vagaries of space, but 
these same crystals are probing deep into the core of the earth. 

In one case, a Harshaw Scintillation Crystal was sent aloft 
in a balloon to the highest altitude ever reached by a lighter 
than air craft. The crystal was used in an instrument to measure 
radiation in the upper reaches of the atmosphere. 

The other crystal was lowered into an oil well to a depth 
heretofore unexplored. Here again, the crystal was used in 
a detection mechanism to explore the types of rock formation 


by radiation. 


Harshaw’s Synthetic Crystals are continually being used in 
new areas. The Synthetic Crystal Division is one of the 
divisions of Harshaw devoted to the advance of science and 
industry through the use of chemicals. 


CLEVELAND, OHIO 


THE HARSHAW CHEMICAL COMPANY fas meas) bape ned 


Product Manufacturing Divisions: FLUORIDE + OPTICAL CRYSTAL - 
ELECTROPLATING + PIGMENT + DYES AND FINE CHEMICALS + CATALYST « 


METALLIC SOAPS + CERAMIC COLORS 





SWEET LAND 
OF SOLVENC 





IOWA DEVELOPMENT COMMISSION 


Look, no debt! A multi-million 
dollar surplus in the state 
treasury, in fact. No tax 
dollars required just to 
support a_ chronic 
overdraft! And 

that isn’t all 

that’s green in the 

New Iowa. Here 


are beautiful - 


“‘storybook”’ com- 

munities and 

cities prepared 

and waiting for 

your new plant or 

branch office. To 

see what we mean, 

write today for 

the Iowa Industrial Resources 
Fact Book. All inquiries held 
in strictest confidence. Write 
Ed B. Storey, Director. Telephone: 
Des Moines—Atlantic 2-0231. 


IOWA DEVELOPMENT COMMISSION . 310 Jewett Building, Des Moines, lowa 
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enough to assure its customers the 
supplies they needed at a reasonable 
price; it never allowed temporary 
shortages to tempt it to raise prices as 
the copper people habitually did; it 
seldom permitted expansion to get so 
out of hand that it had to cut prices or 
sharply curtail production. 

While the prices of many other 
metals dropped from the mid-Fifties 
to 1960, nickel actually rose by about 
15% (to 74c a pound). For this, Inco 
can take most of the credit: producing 
60°, of the world’s nickel, it virtually 
is the industry. 

Not surprisingly, therefore, Inco’s 
Chairman Henry S. Wingate has 
turned in the best over-all showing in 
the metal business. As the perform- 
ance figures show (p.83), Inco earned 
an average return of 18% on its stock- 
holders’ money over the latest tive 
full years and came through 1960's 
industrial slowdown with a net profit 
that probably came pretty close to 
1959’s $2.92 a share. 

With its vast new $115-million 
Thompson mine (located in Mani- 
toba) scheduled to start producing ore 
early this year, Inco will have to find 
a market for an extra 37,500 tons of 
nickel on top of the 150,000 tons or so 
it has been marketing in recent years. 
Judging by past experience, Inco 
should be able to carry it off—and 
without upsetting its profit margins 
as the aluminum producers have done. 


The Profit Leader 


Strictly speaking, of course, Inco 
was not the most profitable metal 
company. That title, by all statistical 
standards, belonged to President 
Joseph Martino’s National Lead Co. 
National Lead averaged a return of 
22.3°, on its stockholders’ money 
over the latest full five years. Even 
with its growth slowing down (nine- 
month sales were off 1.2%), National 
Lead came through 1960 with a still 
rich 19.1 return. 

The catch, of course, was that Na- 
tional Lead was no longer a metal 
company in the same sense that the 
others were. It mined almost no lead, 
preferred to buy its requirements on 
the open market for making into 
sheet, pipe and solder. It has long 
since branched out into titanium 
dioxide, oil well supplies, railway 
bearings and many other products. 

Which, of course, is hardly an ex- 
ample that other metal companies can 
follow: someone has to mine and 
refine the metal industry’s needs. 
Nevertheless, National Lead’s record 
remains for all to see as an example 
of what a metal company’s manage- 
ment can do when it really tries to 
provide a prosperous and steady re- 
turn on its stockholders’ dollars. 
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Moré Income 








“Available” Cash Flow 


UTILITIES 


Less New Financing 














THE FASTIDIOUS FINANCIERS 


Utility men got a welcome breather last 
year as their growth needs slowed, letting 
them enjoy their rising income and be 
a little more choosy about their outgo. 


“THE IDEAL utility president,” some- 
one has said, “is one tenth boiler 
engineer and nine tenths banker.” He 
has to be, for money is an electric 
power company’s main fuel. Just to 
produce $1 in new revenues, the 
utility man must spend roughly $4.50 
for brick and mortar. About $2 of it 
he will be able to get out of his own 
pocket. The rest he will have to 
borrow. 

America’s ever-rising power de- 
mand, growing at the rate of some 
7% a year, does not leave him any 
choice. As a result, the nation’s elec- 
tric power companies chronically rank 
high among industry’s 100 neediest 
cases. They are, as one wag has put 
it, “American industry’s biggest 
spendthrifts.”. As Chairman Willis 
Gale of Commonwealth Edison puts it 
seriously: “Money-raising and mon- 
ey-managing take a good quarter of 
my time.” 


Welcome Breather 


Take a look at the chart above, and 
you will see why utility men last year 
were in a relaxed and happy mood. 
In the previous five years they had 
labored through a record $16.5-billion 
expansion program, which boosted 
their generating capacity by more 
than one third. 

Last year, for a change, their con- 
struction outlays slowed, dropping to 
$3.3 billion from 1959’s $3.4 billion 
and 1958’s $3.8 billion. It gave the 
industry a chance to take a welcome 
breather. 

Expansion, of course, is healthy in 
any business. But the kind of break- 
neck expansion the utilities have been 
doing since 1955 produces a lot of 
wear & tear. Inevitably their get- 
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ting, in the form of available income, 
falls behind spending, in the form of 
capital outlays, and it is nice to have 
a chance to let it catch up a bit. 

There is the danger, too, when a 
utility is forced to borrow heavily on 
the market’s terms, that total profits 
will rise but that its true earning 
power in per-share terms won’t really 
get anywhere. Investors call that 
dilution—the failure of increased 
corporate earnings to flow down to 
each share. 


Choosy Borrowers 

Since their profit margins are low 
and regulated, utility men are always 
as fastidious in their financing as the 
times allow. They don’t have much 
margin for error: every one tenth of 
a cent in carrying charges on their 
debt is magnified over millions. And 
since senior securities normally ac- 
count for $2 out of every $3 of their 
capitalization, the effect on common 
earnings is highly leveraged. 

Last year provided utility money- 
men with a welcome chance to be 
rather more fastidious in their financ- 
ing than usual. Their spending was 
tapering off, and their flow of avail- 
able cash was rising. So when they 
did go to Wall Street’s well for new 
capital, it was under less urgent pres- 
sure. In all, they raised less than 
$1.7 billion in new money last year— 
a good 32% less than the $2.5 billion 
they had sought in 1957. 

Thus they could be more choosy 
about the form their money-getting 
took. They needed to rely less on new 
offerings of common stock—with its 
threat of dilution and high carrying 
costs (i.e., dividends, which are paid 
out of after-tax income) compared to 





debt (the interest on which is tax- 
deductible). In all, they sold only 
$100 million worth of common stock, 
less than one fifth as much as in 1959 
and less than half as much as they 
had been obliged to market in any one 
year since 1954. 


Less Dilution 


The unluckiest utility men among 
the Big Fifteen last year in that 
respect were Middle South Utilities’ 
President Edgar H. Dixon and Gen- 
eral Public Utilities’ President Albert 
F. Tegen. Both felt impelled early last 
year to do what all the rest avoided: 
sell common stock—Tegen, 1,097,048 
shares in January, Dixon, 650,000 
shares in April. 

But they had one consolation: both 
got good prices for it. Utility stocks, 
always defensive favorites, were sell- 
ing at their highest levels since 1930. 
Tegen’s shares brought $22 each 
(compared with a book value of 
$14.98), Dixon’s, $25.19 (against a 
book of $16.54). 

Unfortunately, though little dilution 
came in the front door, a good deal 
got in the back. Over the years, 
utility men have frequently resorted 
to that two-faced borrowing device, 
the convertible debenture. It is not 
supposed to in theory, but very often 
in practice its smiling visage changes 
to a frown later in the form of 
dilution. 

Just that happened last year to 
Consolidated Edison’s Chairman Har- 
land Forbes, who in September called 
$15 million worth of his 4% 
ble debentures. The news set off a 
wave of conversions which added 
602,000 shares of new common to Con 
Ed’s capitalization. In Con Ed's case, 
though, the dilution involved could 
be forgiven. Con Ed’s huge $700- 
million 1956-59 expansion program 
was financed with virtually no dilu- 
tion. Over 85% of all gains in total 
earnings came down to net per share 
—the best showing among the U.S.’ 
15 biggest utilities. 

The forced conversion of the con- 
vertible issue was one reason Con 


converti- 
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AMERICAN ELECTRIC POWER SUBSTATION IN NORTHERN INDIANA: : 
a little slower growth meant more financial freedom 


Ed’s Forbes will be reporting barely 
as much in earnings per share for 
1960 as he did for 1959. But Con Ed’s 
boss was glad to see maximum con- 
version. For his debt ratio (including 
$100 million owed on New York City’s 
transit power plant) had moved up 
over 55°, which limited his flexibility 
in arranging new financing. By in- 
creasing the equity in Con Ed’s total 
capitalization, conversion lowered the 
debt ratio and loosened its fetters. 


Pleasant Chore 


For those who needed them, chas- 
ing new capital dollars was distinctly 
easier for utility men last year. 

Not everybody needed them. After 
raising $169 million in outside funds 
in the previous four years, for ex- 
ample, Detroit Edison’s Walker Cisler 
sought none last year. Neither did 
Philadelphia Electric’s Roy Rincliffe, 
who raised $79 million through bond 
and stock sales in 1959 and had floated 
$231 million in new financing since 
1955. Said Detroit Edison Treasurer 
Edward M. Spencer: “Nineteen fifty- 
six to fifty-nine was a pretty heavy 
period.” 

They, of course, were the excep- 
tions; money-raising is a _ regular 
chore for utility men, year in and year 
out. But last year, with money rates 
well down from their 1959 highs, it 
was a comparatively pleasant one. 
Chairman Forbes of Con Edison, for 
example, was able to go to market in 
June with $50 million worth of bonds 
and enjoy a quick sellout at an effec- 
tive interest cost of 4.74%. Just six 
months previously, he had had to 
market $75 million worth of similar 
bonds at a 5.2% cost. Southern Cali- 
fornia Edison’s Chairman Harold 
Quinton had even better luck in Aug- 
ust, when he sold a $60-million issue 
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of bonds at a net cost of only 4.42%. 


Room for Maneuver 


Ahead of them, however, utility 
men have a lot of financing to do. By 
1970, forecasts show, they will nearly 
have to double capacity again. For- 
tunately, good earnings (up nearly 
6° on average last year) and a fatten- 
ing flow of depreciation funds last 
year helped put the utilities in better 
shape to do it, by giving them more 
room for maneuver. 

Yet whatever the utilities’ earnings 
statements said, it was getting a bit 
harder for stockholders to know just 
how well their favorite companies 
were doing. Adding to the normal 
complexity was the trend toward the 
“flow-through” method of handling 
accelerated depreciation, which dis- 
torted the earnings picture in a num- 
ber of cases. Nominally, for example, 
Public Service Electric & Gas showed 
a startling 19% rise in earnings 
(to $2.71 a share). Actually, over half 
of this gain really resulted from the 
use of flow-through accounting, rather 
than increased basic earning power. 

The same was true at Southern 
California Edison. Like Public Serv- 
ice’s President Donald C. Luce, SoCal 
Edison’s Chairman Harold Quinton 
took great care to make things clear. 
Although required by the state utili- 
ties commission to report earnings on 
a flow-through basis (which swelled 
the earnings figure by 45c-50c last 
year), he emphasized that dividend 
declarations would be made on “nor- 
malized” results. Even without the 
accounting boost, however, SoCal’s net 
showed a good gain, from 1959’s $3.82 
to $3.95 per share last year. 

It still probably took a pretty 
sophisticated stockholder, though, to 
get the precise lay of things entirely 


clear in cases where companies re- 
ported on a flow-through basis. 


City Slickers 


The year’s results reconfirmed one 
important trend involving the metro- 
politan—i.e., big city—utilities. Their 
basic earning power is improving, 
both absolutely and relative to that 
of the more prosperous and faster- 
growing “country” utility complexes. 
Part of what the big city companies 
lack in growth pace they are being 
compensated for by fewer of the 
burdens of growth. 

The paragon of the lot is undoubt- 
edly Chicago’s Commonwealth Edison, 
which Chairman Willis Gale boasts is 
“the best-run damn utility anywhere.” 
There is a lot to be said for his claim. 
Since 1955 Gale has brought down 
Commonwealth Edison’s_ operating 
ratio* from 82.5% to 79%, which is 
both the lowest ratio among the Big 
City utilities and the best improve- 
ment among them over the period. 

Gale prides himself too on working 
with the minimum in the way of re- 
serve capacity. Though the industry’s 
average reserve capacity was 27.2% 
last year, Gale is still shooting for a 
less-than-10% reserve ratio, and 
plans to get there by this summer. 


Tag-along Trio 


At the other extreme in operating 
efficiency are a tag-along trio: New 
Jersey's Public Service Electric & 
Gas, Manhattan’s Consolidated Edi- 
son, and Detroit Edison. All of them 
have made rather heroic efforts to re- 
duce their operating ratios, but with 
limited success. 

Least successful of the lot has been 

*I.e., the ratio of operating expense, includ- 
ing depreciation and taxes, to total revenues. 


An index of basic efficiency, the lower the 
ratio the better. 
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Public Service, hindered by its lower 
profit margin on gas sales (one third 
of revenues). But it has nonetheless 
kept return on stockholders’ equity 
relatively high: 9.5% on average over 
the past five years. Chairman Donald 
Luce’s big problem has been his top- 
heavy capitalization. After floating 
$50 million worth of 434°. bonds last 
September, his debt ratio hit 58%, an 
extremely high figure. That left him 
little mobility in future financing and 
the likelihood of further dilution. 
Over the past five years, only 37.2% 
of the increase in Public Service's 
corporate earnings has filtered down 
into gains in net per share. 

But Utility Man Luce had one very 
good reason for feeling very chipper 
last year: for the first time in the 
company’s history it had an officially 
agreed-on rate base, on which it can 
seek a 644°, maximum return. 

Except in last year’s small dose, 
dilution has never been a problem to 
Consolidated Edison across the river. 
Chairman Forbes’ biggest bogeys are 
a restricted market area and a high 
operating ratio. What’s more, in the 
first five years of the decade, Con Ed 
is scheduled to spend a whopping 
$1.2 billion, $800 million of which it 
must get from outside sources. 

That, at least, is one problem Presi- 
dent Walker Cisler does not face at 
Detroit Edison. Thanks to efficient 
new units put on line in the last two 
years, Cisler’s capital outlays and 
generating costs are headed downward. 
Considering Detroit Edison’s low re- 


turn on equity, relief in both respects 
is most timely. 

As for Philadelphia Electric, a big 
city company in name, its consistent 
10.4% return on net worth over the 
past half decade puts it in a class 
apart. Earnings were not quite up to 
par last year, but President Roy G. 
Rincliffe scored two coups: unscathed 
emergence from a state rate-cutting 
inquiry, and inauguration of his big 
new Eddystone generating station, 
which he proudly hails as the world’s 
most efficient. 


Efficiency Experts 


Two widely separated (in both size 
and geography) apostles of efficiency 
continued to exploit their skill last 
year. In the East, General Public 
Utilities’ President Albert F. Tegen 
continued to sport the kind of operat- 
ing ratios and earning power that puts 
his outfit next only to Texas Utilities 
at the head of the class. Last year net 
from his five-company operating com- 
bine (two in New Jersey, two in 
Pennsylvania, one in the Philippines) 
rose some 3° on 4°, higher revenues. 

Meanwhile his counterpart, Presi- 
dent Philip Sporn of vastly larger 
American Electric Power, was ac- 
complishing an even neater trick, rais- 
ing earnings 11% on 5‘, more 
revenue. The industry’s acknowl- 
edged technical leader, Sporn last 
year put in operation his ultra-effi- 
cient Breed plant in Indiana, the 
world’s largest generating station. But 
for all his building ($111 million 


spent last year), Sporn hews to his 
dislike of dilution, plans to sell no 
common. . 


Western Twosome 


Two things have long been pre- 
occupying the two big West Coast 
utilities—water and gas. But as con- 
cerns gas at least, in two different 
ways. 

Unlike big Pacific Gas & Electric to 
the north, Southern California Edison, 
centering on Los Angeles, sells no 
gas. Chairman Harold Quinton’s in- 
terest in it is as a boiler fuel, since 
air pollution difficulties inhibit use of 
oil as fuel in summer. Last yea 
Quinton felt that he had gone a long 
way in solving his long-term fuel 
supply problem. In a deal with Ten- 
nessee Gas Transmission, he devised 
a scheme to bring Texas gas to South- 
ern California via Mexico, picking up 
additional quantities from Petroleos 
Mexicanos on the way. 

Up north at PG&E, Chairman James 
B. Black’s problem has been to assure 
gas supplies too, but for a big roster 
of customers. About a third of 
PG&E’s revenues come from gas sales. 
The biggest thing that happened to 
PG&E last year was Black’s success 
in getting a $300-million-plus Ca- 
nadian gas pipeline project underway 

Both outfits in the past have been 
even more concerned about water 
supplies for their hydroelectric ca- 
pacity. In a year of water shortages, 
earnings would drop too. But both 
have now made big strides to reduce 
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METROPOLITAN 
Consolidated Edison 5.4% 5.4% 
Commonwealth Edison 8.0 9.6 
Public Service E&G 8.2 8.9 
Philadelphia Electric 6.0 7.6 
Detroit Edison 6.4 9.0 


REGIONAL 
Pacific Gas & Electric 8.6 6.8 
American Electric Power 7.1 8.7 
Southern Calif. Edison 12.7 11.1 : 
Niagara Mohawk Power 6.4 46 declined 
Consumers Power 8.7 8.7 3.7 
SOUTH & SOUTHWEST 
Seuthern Co. 8.9 11.7 8.4 
Texas Utilities 9.4 10.8 8.7 10.4 
Middle South Utilities 7.1 8.4 7.1 6.0 


MIXED PROPERTIES 
American & Foreign Power 3.0 1.6 declined 2.5 11.6 5.0 2.8 
General Public Utilities 7.3 8.2 6.4 6.7 18.2 11.5 11.3 


Key for numbered footnotes, page 111. *Net earnings increased, net per share declined 


14.4¢ o 679% 
15.8 10.9 
17.5 10.5 
18.2 10.2 
13.4 8.7 


85.8% 0.3% 
58.4 75 
37.2 143 
74.1 18 
27.6 10.9 


&S8aes 


15.8 9.1 
20.6 11.0 
14.7 9.7 
17.7 : 9.9 
16.3 9.4 


82.8 5.0 
70.7 5.5 
43.7 10.3 

. 6.5 
48.9 3.2 


18.2 10.0 105 
19.0 129 13.4 
16.3 8.0 8.9 


58.4 6.2 
84.4 7.1 
82.1 43 


—102.9 —23.6 
69.1 43 
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This scene has sound! Hear it on Capitol 
Records’ new album,“Ports of Paradise.” 


Come aboard a yacht-like Matson 
liner and trace a tropical tradewind 
course to exotic Tahiti, romantic 
isle at the end of your dreams. 


Enjoy a week-long interlude on 
the sea of Paradise — gala parties, 
international cuisine —traditional 
luxury seasoned with Polynesian 
informality. Your ship is Matson’s 
SS MARIPOSA or SS MONTEREY, all 
first-class, gyrofin-stabilized, com- 
pletely air-conditioned . .. the only 
cruise liners in South Seas service. 
Every room has private bath . . 
limited passenger lists assure max- 
imum space and service. 

After Tahiti, continue on to New 
Zealand and Australia and con- 
nect with ’round-the-Pacific or 
round-the-world itineraries . . . or 
fly from Tahiti to Hawaii and re- 
turn. There’s a sailing every 3 
weeks from San Francisco, follow- 
ing day from Los Angeles. Your 
travel agent can chart your course. 


Me 


Mibu. 


A TRADITION OF LUXURY 














BANKER’S BANE 


Utilities always need new capital, but 
they have varying difficulties getting it. 
When their debt runs much over 50%, of 
total capitalization, investment bankers 
frown. And when that debt is supported 
by too little common equity, they like it 
a lot less. 


Debt/$1 
of Common 
Equity 
$1.00 
1.13 
1.16 
1.21 
1.27 
1.31 
1.37 
1.37 
1.38 
1.38 
1.47 
1.48 
1.53 


Debt as % 
of Total 
Capital 


49.9% 
48.1 
49.9 
52.5 
50.0 
51.8 
53.3 
49.4 
52.7 
50.4 
49.7 
49.8 
55.1 


Company 


Detroit Edison 
Consumers Power 
Texas Utilities 
Commonwealth Ed. 
Genl. Publ. Util. 
Amer. & For. Power 
Amer. Elec. Power 
So.Calif. Ed. 

Phila. Elec. 

Consol. Ed. 

Middle South 

Pacif. Gas & Elec. 
Southern Co. 

Publi. Serv. E&G 1.56 54.4 
Niagara Mohawk 1.70 53.5 


As per latest available balance sheet 











their dependence on hydro power. 
And both, considering their size and 
growth pace, rank high as solid per- 
formers, a reputation they did noth- 
ing to lessen last year. PG&E’s special 
claim to fame in this respect: its out- 
standing record in avoiding dilution. 
More than 80% of its total increase 
in earnings these past five years has 
been carried down to net. SoCal’s 
score: 43.7%. 


Growthland South 


“Think Big, Think Texas” describes 
amazing Texas Utilities very well. 
Growth, earning power, low debt 
ratio, avoidance of dilution—you 
name it, Texas Utilities stands aces 
high in all of them. Straddling a 
tremendous growth market, enjoying 
exceptional relations with its regu- 
lators (it deals directly with Texas 
municipalities), it is just about every- 
thing a utility man, not least of all 
President George L. MacGregor, 
could want. No other utility of its size 


| earns anything like the 13.4 return 
| on net worth MacGregor’s lively out- 
| fit showed last year. 


Yet though it may not be Texas, 
Southern Co.’s Mississippi-to-Florida 
territory is only a little less so. Split 
between time zones, the joint system 
of its four operating companies has 
nicely split peak loads. 

To keep up with the fast-industri- 
alizing area’s growth, Southern’s op- 
erating companies are in the midst of 
a three-year, $515-million expansion 
program. One big Southern Co. dis- 
tinction: a six-year record of an- 
nual dividend increases. Stockholders 


could hardly ask more of President 
Harllee Branch Jr. 

They might ask something more, 
though, of Middle South Utilities’ 
President Edgar H. Dixon, whose rec- 
ord on dilution is superb, on earning 
power good, on growth only fair. 
Whether they have the right to ask 
it, though, is uncertain. Dixon’s is not 
the liveliest territory around, although 
it is steadily developing. 


Heavy Burdens 


Two hard-luck companies last year 
in outstate areas were Niagara Mo- 
hawk and Consumers Power, the one 
in New York state, the other in 
Michigan. Consumers’ handicap is re- 
cent—regulatory troubles on gas rates. 
Says Chairman Alphonse H. Aymond 
Jr. sadly of the recent blemish on his 
company’s good record: “The reason 
for our lag in earnings is higher gas 
costs.” In Michigan, temporary rate 
increases to compensate are not al- 
lowed. 

At Niagara Mohawk, President 
Earle Machold is still laboring hard to 
offset the damage of an Act of God: 
the 1956 destruction of his Schoell- 
kopf station. It is still considerable. 
His operating ratio is still the highest 
among the big non-metropolitan utili- 
ties. His equity-debt relationship 
leaves something to be desired. And 
earnings have yet to recover their 
onetime vigor. 

But Machold’s problems are light 
compared to those of President Henry 
B. Sargent of American & Foreign 
Power. One by one his Latin Ameri- 
can holdings are slipping away, either 
through sale or confiscation. In fact, 
American & Foreign may not even be 
in the utility business one of these 
not-too-distant days. 


POWER LINE REPAIRMEN: 
the profits kept flowing 
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IS THE INDIGESTION CHRONIC? 


A 40-year supply may not look like much 
oil in terms of the world’s eventual energy 
requirements. But it was enough last year to 
give crude producers and refiners alike a case 


“THE MOST significant thing in the 
world energy picture right now,” a 
prominent European scientist recently 
remarked, “is not atomic energy but 
the fact that oil has recently become 
so plentiful. Oil today is a cheap form 
of energy.” 

That, of course, was good news fo1 
the industrial nations of Europe. But 
oilmen, naturally enough, looked at 
the situation from their own point of 
view. It was “plentiful supplies” for 
consumers, but oilmen had their own 
word for it. The word was “glut.” 

The oversupply was caused by sev- 
eral factors. Oil consumption (see 
chart, p. 92) was growing at only 
half its old rate. Production and re- 
serves, however, were continuing to 
soar. Middle East output alone rose 
10°, and Algeria and Libya began to 
add a significant trickle to the world’s 
stream of oil. 

To be sure, the surplus was only 
relative. The world’s known reserves 
had risen to some 300 billion barrels, 
up from 90 billion barrels just nine 
years before. That was a good deal of 
oil. True, it was only 40 years’ supply 
for the world at the recent rate of 
consumption; conceivably oil would 
again be a scarce asset in a decade or 
so. But at the moment there was too 
much oil. Much too much. 


The Red Challenge 


As though all this were not bad 
enough, Russian competition reared 
its ugly head in Western oil markets. 
Italy’s state-owned oil company made 
a deal to import 100,000 barrels of 
crude a day—20°, of Italy’s require- 
ments—at a price fully 50% 
that of Western oil companies. 

No matter how you looked at it, 
1960 was a year most oilmen would 
rather have skipped. Before it was 
over, Jersey Standard’s President 
Monroe J. Rathbone declared: “I have 
been in the oil business for 35 years, 
and I have never seen anything like 
this. We have had oversupply be- 
fore; we have had competition; we 
have had mean political situations— 
but never such a combination.” 

Given all the facts, Rathbone had 
ample cause for worry. Yet what 
about oil company earnings? Hadn’t 
Rathbone’s own Standard Oil Co. 
(New Jersey), the world’s biggest oil 


below 


of indigestion that could well become chronic. 


company, raised its earnings slightly 
(by about 5° to an estimated $660 
million) for the second consecutive 
year? Hadn’t a dozen of the 15 major 
U.S. oil companies done likewise? 
Weren’t product prices firmer, at least 
in the all-important U.S. market? 
They were indeed. But Rathbone, 
who must look at oil from the inter- 
national point of view, could derive 
little comfort from Jersey’s appar- 
ently firmer earnings. Venezuela’s 
Creole Petroleum, Jersey’s biggest 
single money-making property, was in 
serious trouble; its earnings last year 
were barely half of its 1957 high of 
$5.11 a share, and Venezuela was torn 
by Leftist-inspired dissension. What- 
ever real gain Jersey was able to 
show over-all was largely the result 
of improved product sales in the U.S. 


Inside Job 


But even the 5% year-to-year 
earnings’ gain was at least partly 
illusory. Rathbone kept Jersey’s capi- 
tal expenditures well below the $1- 
billion mark for the second year in a 
row (down from $1.4 billion in 1957); 
since oil companies habitually ex- 
pense such capital items as drilling 
and exploration, the lower spend- 
ing apparently reduced expenses. 

Rathbone had also worked hard to 
produce reductions in Jersey’s op- 
erating expenses. He streamlined his 
marketing organization by merging 
all of Jersey’s U.S. subsidiaries under 
the Humble Oil & Refining banner. 
He created a watchdog committee to 
screen new spending carefully. 

For all his efforts, however, Jer- 
sey’s return on book value was down 
to 9.9%, nearly three percentage points 
below its average for the latest full 
five years. What was true of Jersey 
was true of most of the other major 
international oil companies as well. 
Gulf earned 12°; on its stockholders’ 
money as compared with 13.37 for a 
five-year average. Standard of Cali- 
fornia earned 12.5% vs. 14.1%. And 
this, no matter how comforting the 
reported earnings figures might have 
looked, was grounds for considerable 
uneasiness: a high rate of return is 
necessary to justify the risk and 
tying-up of capital in an industry 
where it takes well over $1 in 
capital to support a single $1 in sales. 
































































































































































































































































































































This declining profitability explained 
in part why Rathbone has been trim- 
ming his capital outlays: the current 
return no longer justifies the old rate 
of investment. A good part of the 
money that Rathbone did put into 
brick & mortar last year went, not 
for oil, but to Jersey’s growing petro- 
chemicals division. In terms of the 
company’s $8-billion total volume, 
the $260 million or so worth of petro- 
chemicals Jersey sold last year did not 
loom large. But it made Jersey an 
increasingly important factor in 
chemicals—and made an _ increasing 
amount of money for stockholders. 

In this respect, Jersey was follow- 
ing a major industry trend. Oil com- 
panies have a large cash flow over 
and above their reported profits. 
Texaco, for example, reported 1959 
earnings of $5.85 a share, but its total 
“cash earnings” came to $10.48. Sound 
business requires the reinvestment 
of much of this as “seed” capital for 
future earnings. 

But the industry already has more 
refineries than it needs and is cut- 
ting down on exploration. It added last 
year only 70,000 barrels in daily re- 
finery capacity as against 325,000 bar- 
rels on average in the years since 
World War II. It drilled only an esti- 
mated 20,500 new oil wells, a 25% re- 
duction from the 1956-59 average. 
Thus chemicals, a closely related 
business and a closely related process, 
is a natural place for oilmen to chan- 
nel the capital flowing back from the 
oil business. 

Standard Oil Co. 


of California’s 


OIL RESEARCH: 
saving “seed cash”? 


Chairman R. Gwin Follis was among 
the more enthusiastic followers of the 
trend. Last year he spent $20 million 
on chemical plants, earmarked $40 
million for 1961. Now about 10% of 
Calso’s total volume, the chemicals 
are growing at a 15° annual rate. 
But Jersey and Calso were rela- 
tively timid about chemicals com- 
pared with chairman Kenneth S. 
Adams’ Phillips Petroleum. Over the 
past ten years, Adams poured $1.7 bil- 
lion into capital spending, most of it 
going to natural gas and petrochemi- 
cals. Last year Phillips reaped a 
pleasing harvest from this patient 


sowing of seed cash. On top of record 
earnings for 1959, Phillips piled an- 
other earnings record last year— 
with Texaco, the only major com- 
pany in the entire industry to do so. 
Its chemicals business now accounted 
for about 15% of sales and ranked 
Phillips only behind Jersey Standard 
and Shell among oil companies as a 
chemist. 

If chemicals were getting a heavier 
proportion of the industry’s seed cash 
last year, it did not mean that new 
money could be cut off from the oil 
side of the business, even had oilmen 
wished to do so. Calso, with oil com- 
ing out of its ears in the Middle East, 
had no choice but to step up drilling 
at home. Reason: U.S. import quotas, 
which have been especially costly to 
Calso. With the quotas cutting down 
the foreign crude he could bring in 
to feed his giant refineries, Calso’s 
Gwin Follis had to find more crude 
oil at home. He turned up discoveries 
in five states. But it was expensive 
exploration: it costs $1.50 or more 
to find a barrel of oil in the US. 
compared with about 20c or less in 
Saudi Arabia or Kuwait. 

Thus, even though Calso managed 
to raise domestic crude output by 5% 
and sell a record 564,000 barrels daily 
in the U.S. market, it was still a 
long way from its former profit- 
ability. Its return on stockholders’ 
capital was just 12.5%, almost two 
full points below its average of 14.1% 
over the latest five full years. 

Perhaps the most discouraging 
thing about this kind of reduced prof- 
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INTEGRATED MAJORS 
Standard (N.J.) 7.0% 
Gulf 9.7 
Texaco 
Secony Mobil 7.0 
Standard (Indiana) 3.4 
Standard of Calif. 7.1 

CRUDE DEFICIT REFINERS 
Shell 
Phillips 
Sinclair 
Cities Service 
Tidewater 
Atlantic Refining 


5.4% 


: declined 
Sun . 41 
Union Oil of Calif. 2.5 


CRUDE SURPLUS REFINER 
Continental Oil 6.5 5.2 


declined 
8.4% 
73 . 26.6 
declined ’ 
1.6 ‘ 15.3 
26.4 


19.7¢ 
26.7 


12.5% 
13.3 


9.9% 
12.0 


17.3 


3.9 5 33.1 
1.6 ; 20.6 
declined 
declined 
declined 
declined ; 
1.4 ; 25.6 
declined 


18.3 
21.0 
22.0 
16.7 


22.3 


5.9 31.9 


Key for numbered footnotes, page 111. *Net income increased; net per share declined. 
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itability was that it was taking place 
in spite of just about everything the 
industry could to to reverse it. The 
industry was really trying. By hold- 
ing down refinery runs last year, oil- 
men were able to improve the price 
structure. By the third quarter the 
“refiners’ spread” (the difference be- 
tween the cost of a barrel of crude 
and a barrel of refined products) was 
up to 95 cents from 78c in 1959. But 
this was little help to the big inter- 
nationals. What they gained at home, 
the international companies tended to 
lose because they were allowed to sell 
less of their cheap foreign crude in 
the U.S. market. The quota system, 
set up to protect Texas producers, 
was protecting the producers at the 
expense of oil company stockholders. 


Poor Reward 


Socony Mobil’s President Albert L. 
Nickerson, for example, had blocked 
out 9 million barrels in reserves. But 
a tantalizing 85°; of it was overseas. 
So Nickerson had to buy in the mar- 
ketplace most of the oil needed to 
supply his U.S. refineries—which 
meant that somebody else was get- 
ting the lion’s share of the profit on 
the oil that Socony refined and sold. 

Thanks to the better’ refinery 
spreads, Socony was able to raise 
earnings about 10°, from 1959’s de- 
pressed $3.37. But that still amounted 
to a return of barely 7% on stock- 
holders’ money, a rather poor reward 
for the risks and uncertainties of the 
international oil business. Until he 
could get more cheap foreign crude 
to his U.S. refineries, Nickerson had 
little chance of bettering that return. 

Higher earnings but substandard 
returns were also the rule at Gulf Oil 
and Texaco. But Texaco at least held 
the decline in profitability to smaller 








REFINED PRODUCTS IN TEXAS STORAGE: 
there was still room for maneuver 
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dimensions than either 
Calso did. 

Texaco earned 15.0% on equity, 
best showing among the international 
oils last year, and less than one per- 
centage point below its five-year av- 
erage. But Texaco Chairman Au- 
gustus C. Long was able to raise 
earnings last year only by taking in 
higher dividends from overseas affili- 
ates. These increased by $20 million 
for nine months, more than enough to 
account for Texaco’s $19-million in- 
crease in over-all earnings. 

Gulf Oil’s improved 1960 profits 
came almost exclusively from_ its 
efforts in the secondary recovery of 
crude oil in the U.S. Gulf Chairman 
William Whiteford has long been a 
leader in secondary recovery proj- 
ects. Since secondary recovery of oil 
is not subject to prorationing, White- 
ford was able to expand his crude 
output in the U.S. more cheaply than 
most rivals to meet increased re- 
finery needs. Once heavily dependent 
on Kuwait crude for its profits, Gulf 
last year got more than half of its 
earnings from domestic operations. 

If the world surplus of crude was 
hard on the international oil com- 
panies, it wasn’t any help to the big 
U.S. crude deficit refiners. Their profit 
margins have always lagged because 
they have had to buy crude at high 
prices to run through their refineries. 
The quota system, however, plus 
Texas prorationing, saw to it that 
crude prices remained high. About 
all the new situation did was to ham- 
per the refiners’ efforts to line up 
cheap foreign crude of their own. 

Standard of Indiana was a prime 
example. As the Midwest's largest 
refiner, Indiana should have been 
in a position to show much-im- 
proved results last year. Midwest 


Jersey or 


LIVING on CAPITAL? 


U.S. oilmen brought in only 20,500 
wells last yeor, 20% less than in 
1959 and fewest since 1947. This 
helped earnings by reducing drill- 
ing costs but raised the question: 
Are oilmen still building reserves 
foster than they use them? 


20 
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prices for refined products were the 
most improved in the U.S. ($4.71 per 
barrel in October vs. $4.33 in the East 
and $3.63 in the West). But Presi- 
dent John E. Swearingen, who took 
over when Frank Prior retired last 
summer, hadn't been able to cure the 
company’s crude oil deficiency 


Tapped, but Tied Up 


Last year Indiana was able to sup- 
ply only about half the crude its re- 
fineries needed. About half of the 
crude Indiana Standard did have was 
in Texas, under strict prorationing 
it was there, but Swearingen couldn't 
get at enough of it. Indiana's return 
on equity, already among the lowest 
in the industry, slid even further in 
1960 (to 6.6°,) 
average 

The deficit refiners could 
hardly be said to suffer from a sur- 
feit of oil. Yet the global “glut” was 
hurting them all the same. Sinclai 
Oil’s plight was even worse than In- 
diana Standard’s. Despite a big im- 
provement in the third quarter, Sin- 
clair earnings were about even for the 
nine months compared with 1959 

This was hardly 
among 


from its five-year 


crude 


cause for chee: 
Chairman Percy 
stockholders. Sinclair's 
equity dropped to 5‘ 
profitability 
companies. 
make Sinclair self-sufficient in crude 
oil made little net progress 
output rose by only 3,000 
day (to 180,000 barrels) 
barely 40°. of refinery requirements 
With crude output held down by strict 
import regulations abroad and by 
prorationing at home, Spence: 
forced to cut his dividend from 75c a 
share to 50c quarterly. 


Spencer's 
return on 
the 
the 
attempts to 


lowest 
rate among 


Spencer’s 


major 


Its crude 
barrels a 
which was 


Was 





4 call for 
action 


| 
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to all companies 
using 10 or more 
business cars 


Investigate fleetcar leasing — the 
Hertz way, described by leading 
companies as “‘the lowest cost sales- 
insurance we ever took out.’’ Find 
out how Hertz Fleetcar Leasing 
plans cater to the special needs of 
larger users of business cars. Dis- 
cover how they’re tailored for com- 


panies which best benefit from the | 


nation’s most extensive coast-to- 
coast leasing facilities, and from 
yperating efficiency perfected over 
30 years. Each “‘10-Plus’’ plan re- 
places your cars with brand-new 
Chevrolets, Corvairs, or other fine 
cars; assumes full responsibility for 
maintenance and repairs; and re- 
duces the many annoying details of 
fleet administration to the writing of 
one budgetable check each month. 
Use coupon below to learn why 
more and more multi-car companies 
agree Hertz Fleetleasing makes the 
best business sense for them. 


CAR LEASE 


HERTZ FLEETCAR LEASING, 

Att. H. F. Ryan, V.P. 

he Hertz Corporation, 660 Madison Ave. 
New York 21, N. Y. Dept. F-11 

Please 
booklet 


send me your new fleetcar leasing 


NAME 
POSITION 
COMPANY 
ADDRESS 
CITY & STATE 


NUMBER OF CARS OPERATED— 


Since the war, each slowdown in 
the growth of domestic oil demand 
has been followed by sharp in- 
creases. Since ‘49-'51, however, the 
upturns have been progressively 
smaller. 
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Atlantic Refining and Union Oil of 
California, two other perennial crude 
deficit refiners, weren’t doing much 
better. Atlantic’s President Hender- 


| son Supplee Jr. succeeded in raising 


his self-sufficiency in crude from 64% 
to 80° between 1958 and last year. 
But the cost came high. Supplee’s 
depletion and depreciation costs, for 
instance, rose 21% in the first nine 
months of 1960. Atlantic raised its re- 
turn on equity to 7.4%, but still lagged 
behind most of its rivals. 

Union Oil, subject of a tug-of-war 
for control between Phillips and Gulf, 
earned just 6.8% on its stockholders’ 
money. For while Chairman Reese H. 
Taylor managed to step up sales of 
natural gas by 35°, his crude oil and 
refined products volume rose only 


| nominally. Which proved, of course, 
| that global “glut” or not, possession 


of ample supplies of crude was still 
a necessary requirement for a good 
return on investment. 

Sun Oil’s Chairman Joseph N. Pew 


| Jr. was able to step up his crude 


output in 1960 to 63°: of refinery 
runs (up from 48° in 1958). Sun’s 
profits edged up 8.4% through the 
first nine months. But Sun’s return 
on equity was only 7.9%, well below 
its latest five-year average of 8.9%. 

At Cities Service, total revenues 
probably fell below the $1-billion 
mark again in 1960, and Chairman 
Burl Watson faced his fourth annual 
earnings’ decline in a row—3% behind 
1959 at nine months. Like other crude 
deficit refiners, Watson was caught 
between prorationing at home and 
import quotas on foreign oil. 


Such headaches were not for well- 
balanced Continental Oil, which pro- 
duces enough crude to fill 99° of its 
refinery requirements. But last year 
it took a 19% cut in drilling costs for 
President Leonard McCollum to keep 
earnings from dropping below their 
record 1959 rates. McCollum’s trou- 
ble: lower product prices and sharply 
reduced allowable crude producing 
days in Texas. But Continental’s 
basic strength still was apparent. Its 
handsome 12.4% return on book value 
was outpaced only by Texaco and 
California Standard. 


Petrochemicals Helped 


Hendry S. M. Burns’ Shell Oil Co. 
had fewer crude oil problems than 
most domestic oil companies. Louisi- 
ana and California accounted for a 
full half of Burns’ crude output, Texas 
only a bit over 20%. Hence Texas 
rationing was only a minor draw- 
back. Like Phillips, Shell has been 
sowing large amounts of seed cash 
into chemical plants. Aided by chemi- 
cals (now nearly 15% of sales) and 
non-Texas domestic crude, Shell 
earned 11.49% on its stockholders’ 
money, making it second only to 
Continental in profitability among 
domestic companies. 

Back near the beginning of the 
year, George F. Getty II, president of 
Tidewater Oil Co., announced: “In- 
stead of exploration, we are moving 
to exploitation.” As a first step, Tide- 
water stopped looking for oil in Cali- 
fornia and concentrated instead on 
recovering 100 million barrels locked 
in its Ventura, Calif. field. Reasoned 
Getty: “It would take a lot more 
money to discover a new 100-million- 
barrel field than it probably will to 
get at the oil we know is there.” 

That made sense. So did most of 
the other drastic changes made at 
Tidewater in recent years. Last year 
Tidewater rang up its best year since 
1956. Its return on book value im- 
proved to 9.6%. Although this was 
still a long way from the returns that 
Conoco and Shell were getting, Getty 
could still consider it an encouraging 
sign of progress. Straw-in-the-wind: 
Tidewater was the only major unit 
in the industry except for Phillips 
and Atlantic to earn a better return 
in 1960 than in the years 1955-59. 

The indigestion the industry was 
suffering as a result of the surfeit of 
oil might—or might not—prove to be 
chronic for the next few years. It 
was no less painful for integrated 
companies and refiners than for crude 
producers. But Tidewater’s progress, 
like Texaco’s and Conoco’s high rate 
of profitability, did show that there 
was still room for good—or improved 
—management to maneuver. 
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Dec. 


Production 
Employment 


165.0 
120.4 
101.5 
136.2 
160.3 
136.7 


119.3 
100.0 
132.5 
167.1 
135.0 


Bank Debits 


Jan. 


168.0 
120.9 
101.0 
133.3 
165.3 
137.7 


Feb. March May June 


166.0 
121.0 

99.8 
127.9 
171.5 
137.2 


165.0 
120.7 

99.5 
129.2 
172.2 
137.3 


165.0 
121.4 
98.7 
142.0 
166.4 
138.7 


167.0 
121.4 
100.0 
130.8 
179.2 
139.7 


166.0 
121.4 
100.3 
133.1 
173.6 
138.9 





July Aug. Sept. Oct. y 
(prelim) 
159.0 
120.5 

98.5 
129.7 
178.0 


137.1 


166.0 
121.0 
100.0 
136.6 
175.0 
139.7 


164.0 
121.3 

99.8 
132.8 
190.4 
141.7 


162.0 
121.1 

99.0 
131.7 
175.7 
137.9 


162.0 
120.7 

99.2 
135.6 
167.9 
137.1 





THE MARKET OUTLOOK 


by SIDNEY B. LURIE 


Our Secret Weapons 


A YEAR AGO, I in effect took the posi- 
tion that annual forecasts—somewhat 
like office parties—had been outmoded 
by the times. My reasoning for this 
departure from the popular pastime 
was twofold. First, no one waves a 
magic wand merely because it’s Janu- 
ary and lifts the curtain on the fol- 
lowing 12 months. Second, in this 
highly professional market era, the 
outlook is constantly being appraised 
as it applies to individual securities 
and the over-all environment. 

All this is not meant to avoid a 
writer’s responsibility to his readers. 
Last year, for example, I took the 
position that 1960 was a good time to 
avoid the pat and popular view; that 
it was a good time to do what comes 
naturally in the stock market; and 
that if there was to be an unpleasant 
surprise, it wouldn’t come in the sec- 


FORBES, JANUARY 1, 1961 


ond half—which 
everyone was then 
holding under sus- 
picion—but in the 
first half, which 
(like Caesar’s 
wife) presumably 
was beyond re- 
proach. 

In a sense, each of these thoughts 
has application today. Once again, it’s 
a good time to avoid the pat view to 
be a non-conformist. To express it a 
little differently, it seems to me that 
the 1961 outlook is more reassuring 
than is appreciated by most security 
buyers. By this I don’t mean to imply 
that a new business boom lies ahead. 
Nor am I hinting that every day will 
be New Year’s Eve in the stock mar- 
ket. Rather, it seems to me that a 
“bust” does not have to follow a boom, 


for we enjoy an inherently more 
stable economy than ever before. We 
also have the benefit of some secret 
weapons which represent a short-term 
cushion and a long-term stimulant 

As a case in point, take the old 
axiom “As goes steel, so goes the na- 
tion.” It no longer has validity. If 
it did, we’d now be in a deep depres- 
sion rather than in a relatively pros- 
perous recession. The reason that the 
old rule of thumb isn’t applicable to- 
day is quite simple: The base on 
which the business economy rests is 
broader and more diversified than 
ever before. A host of new industries 
—each having different seasonal and 
cyclical patterns than the old—help 
take up the slack in backbone in- 
dustries. 

Another familiar observation is that 
consumer needs for appliances, cars 
and homes have been well satisfied. 
We can easily make too much of this. 
I’m more impressed with the fact that 
consumer spending for services and 
non-durable goods has _ increased 
steadily; these represent two thirds of 
the Gross National Product. Con- 
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AMERICAN NATURAL GAS COMPANY 


(A NEW JERSEY CORPORATION) 


MICHIGAN CONSOLIDATED GAS COMPANY 
MICHIGAN WISCONSIN PIPE LINE COMPANY 


MILWAUKEE GAS LIGHT COMPANY 
AMERICAN LOUISIANA PIPE LINE COMPANY 


AN INTEGRATED NATURAL GAS TRANSMISSION AND DISTRIBUTION 


SYSTEM WITH MORE THAN HALF 
OPERATION—SERVING MORE THAN A 


A CENTURY OF SUCCESSFUL 
MILLION CUSTOMERS 


—CONTINUING ITS EXPANSION PROGRAM. 




















Opportunities in WARRANTS 


if you cre putevested in e ant each $1 do 
the work ae 


in a rising 
market—then hould be interested 
in common stock. WARRANTS. 

What are warrants? 

How is it that each dollar wisely in 
vested in warrants during a bull mar- 
ket may bring capital appreciation as 
much as 1000% or more over the same 
doliar invested in common stocks? 

How do some warrants make sensa 
tional gains; $100 investments in some 
cases appreciating to as much as 
$50,000 in a few years? 

@ How do you avoid the equally great 
losses which may follow unintelligent 
speculation in warrants? 

@ What warrants are outstanding in to- 
day’s market and how should they 
be bought and sold? 

For the answer to all these questions, you 

should not miss the most widely-praised and 

only full-length study of its kind—'‘'THE 

SPECULATIVE MERITS OF COMMON STOCK 

WARRANTS" by Sidney Fried. For your 

copy of this meek detailing the full story of 

warrants, and a current list of 110 warrants 
~. ante know about, send $2.00 to 
Associates, Dept. 

F170, 220 Fifth Avenue, New 

York 1, N. Y¥. or send for 

free descriptive folder. 











Tri -Gontinental 
Corporation 


A Diversified Closed-End 
Investment Company 
Final Quarter Dividends 
Record Date December 13, 1960 
57 cents a share 


on the COMMON STOCK 
Payable December 24, 1960 


67‘ cents a share on the 
$2.70 PREFERRED STOCK 


Payable January 1, 1961 


65 Broadway, New York 6, N. Y. 











ee wd HIGHEST EARNINGS 


FREE 
GIFT 


This delicious fruitcake is chock-full of 
sun-ripened, sugar-cured fruit and plump, 
flavorful almonds, and comes to you in a 
decorative, re-usable tin cannister. Profit 
twice—in higher earnings, in bonus gifts— 
at World Savings! 





A two-pound California fruitcake 
will be sent to you as a free gift 
when you open an insured sav- 
ings account for $1,000 or more. 


* Dividends compounded quarterly - Resources now over 
$58 million - 
eral Savings and Loan insurance Corporation - 


Each account insured to $10,000 by the Fed- 
Air mail 


postage paid both ways - Accounts opened by the 10th earn 
from the 1st - Main office: Lynwood, California. 


Air mail funds to: Wilshire Office of 


WORLD SAVINGS ésccistion 


1926 Wilshire Bivd., Los Angeles 57-J, California 


FREE BOOKLET! ‘Why Investors Look to California” 





sumer income is still at record levels 
and buying intentions are better than 
they were last summer. Here too the 
explanation is simple: With more 
people working at white collar jobs 
than in manufacturing plants, wage 
payments have new stability. 

It is well to remember that the 
nation is enjoying a_ behind-the- 
scenes stimulus from a new multi- 
billion dollar industry that has led to 
new products which create new mar- 
kets. Some $13-$14 billion will be 
spent for research and development 
this year as compared with less than 
$7 billion in 1955, less than $3 billion 
in 1950. It takes about five years for 
a laboratory idea to be translated into 
a new product, so the fruits of our 
new scientific revolution still lie 
ahead. 

Government spending, too, is a 
greater contributor to the nation’s eco- 
nomic well-being than ever before. 
State and local government spending 
alone is larger than the defense ef- 
fort. Another secret weapon rests in 
the long term probability that labor 
productivity may increase, and lessen 
the squeeze on profit margins. These 
days, too, corporate management is 
more scientific than ever before, so 
there’s less likelihood of volatile pol- 
icy changes. Witness the fact that next 
year’s capital expenditures may de- 
cline only 3% 

To put it in a word, it seems to me 
that if the 1960 readjustment were 
going to lead to a downward spiral 
which would plague 1961, the evi- 
dence would have been clearly at 
hand by now. Instead, automobile 
demand is quite good, farm income is 
in an upward trend, inventories are 
being brought into balance, and the 
money supply has increased. Thus, 
the present weight of evidence sug- 
gests that the stage is being set for a 
moderate business recovery by next 
spring. This year could be the exact 
reverse of 1960, with the industrial 
production high coming in the fourth 
quarter. 

Comforting as is this premise, it 
does not necessarily have immediate 
or direct stock market application. 
There can be a time lag, for patience 
is a far from universal virtue and the 
pattern of coming events won’t crys- 
tallize for perhaps another 60 days. 
Above all, 1961, like 1960, will carry 
the burden of such internal stock 
price depressants as competition from 
senior securities and the absence of a 
major incentive to equity ownership. 

The hope for better business-with- 
out-boom must also be considered in 
the light of two additional market fac- 
tors. First, as I noted earlier, the 
valuation given the merits of each 

(CONTINUED ON PAGE 111) 
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CHEMICAL STOCKS 
TO LEAD AGAIN 


Chemical Industry Expected to Outperform 


Entire Economy Again When Business Turns Up. 


Despite the fact that most chemical companies are 
presently earning less than a year ago, a number of 
significant technological breakthroughs are expected— 
and the Chemical Industry promises to do again what 
it has done before, namely to advance faster than the 
entire economy as the business cycle turns up again. 


The introduction of new products, which has usually 
also accelerated the demand for improved established 
products, has caused sharp improvements in sales and 
earnings during such periods. 

Specifically, Value Line foresees these develop- 
ments: (1) the plastics producers will claim a larger 
share of the construction market through improvement 
in the strength and adaptability of materials and_the 
desire of builders to reduce costs, (2) at least one new 
“miracle” fiber will be introduced, (3) virtually hun- 
dreds of new pharmaceutical products (perhaps even a 
cure for the common cold) will be coming to market, 
(4) a method of getting more corn out of an acre of 
farmland through an improved fertilizer will be an- 
nounced, (5) U.S. producers will be stepping up their 
plant investment abroad to head off increasing foreign 
competition, (6) an automobile manufacturer will an- 
nounce that it is considering the introduction of a pas- 
senger car driven by fuel cells, (7) polypropylene will 
be fighting polyethylene for dominance of the packag- 
ing market, (8) new techniques will be developed to al- 
low the bonding of different plastics into materials 
(copolymers) with completely new characteristics, (9) 
chemical companies will be directing more of their re- 
search towards inorganic materials, almost ignored in 
the past generation of tremendous advances in organic 
chemistry. 

Not all Chemical Stocks are equally attractive, of 
course: Of the 44 Chemical Stocks under constant 
watch by Value Line, 7 stocks in particular are picked 
to outperform the whole market in the next 12 months, 
and 12 are ranked “highest” for appreciation poten- 
tiality in the next 3 to 5 years. As for the rest, be care- 
ful! Because of specific adverse developments in their 
companies or in their special fields, some stocks in this 
group are expected to perform considerably worse 
than the stock market as a whole. 


COMPLIMENTARY 


We will send you, as part of a special offer, Value 
Line’s new Chemical Industry Report without charge. 

This 95-page survey will bring you full-page Rat- 
ings & Reports on 44 Chemical stocks . . . plus 29 Drug 
and 8 Coal stocks. Included are: 


Allied Chem 
Bristol-Myers 
DuPont 

Gillette 

Hercules Powder 
McKes’n & Robns 
Norwich Pharm 
Pfizer (Chas) 
Stauffer Chem 
Union Carbide 


Amer Cyanamid 
Chemetron Corp 
Remington Arms 
Pittsburgh Coke 
Koppers 

Merck & Co 

Olin Mathieson 
Schering 

Sterling Drug 
Truax-Traer Coal 


Atlas Powder 

Dow Chemical 

West Kentucky Coal 
Revlon 

Lehn & Fink 
Minnesota M & M 
Parke, Davis 

Smith, Kline 

Tex Gulf Sul 
Richardson-Merrell 


Under this offer, you will also receive—without 
charge—Value Line’s new Report on the Upheaval in 
Metal Stocks, an analysis of the new opportunities and 
dangers in world metal markets plus the New 
Value Line Summary of Advices on 1000 Major Stocks 
and 50 Special Situations, with Value Line’s objective 
measurements of Quality, Yield and Appreciation 
Potentiality. 

And for only $5 (less than half the regular rate) you 
will receive (a) the next 4 Weekly Editions of the 
Value Line Survey with full-page reports on each of 
300 additional stocks, (b) a new Special Situation Rec- 
ommendation, (c) 4 “Especially Recommended Stock- 
of-the-Week” Reports, (d) “What the Mutual Funds 
are Buying & Selling” (weekly), (e) “What Company 
Officers and Directors are Buying & Selling” (weekly), 
(f) Business and Stock Market Prospects (weekly), 
(zg) List of Best Stocks to Buy and Hold, (h) The 
Value Line Business Forecaster (weekly), (i) Weekly 
Supplements, and (j) 4 Weekly Summary-Indezes in- 
cluding all changes in Rankings to date of publication. 





ALSO FREE with this offer: Arnold Bernhard'’s new book 


(regular $3.95 clothbound edition publ. by Simon & Schuster). 


“THE EVALUATION OF COMMON STOCKS” 


In this lucid book the research director of the Value Line Survey 
explains the principles behind Value Line’s methods .. . why 
stocks are not always worth what they sell for... how they are 
sometimes carried too high, sometimes too low by mass ercitement 

. how to project the normal value of stocks into the future 
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15 min. to downtown Los Angeles, 
convenient to business and amusements 
Heated pool 
Family Plan—children under 14 free 
in room with adult 
Air-conditioned comfort 
Superb dining in the poolside Crystal 
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NEXT 90 DAYS CAN 
CHANGE YOUR LIFE 


A Warning from 
The Wall Street Journal 





You are living in a period of rapid 
changes. The next 90 days will be filled 
with opportunities and dangers. 

Fortune will smile on some men. Dis- 
aster will dog the footsteps of others. 

Because reports in The Wall Street 
Journal come to you DAILY, you get 
fastest possible warning of any new trend 
affecting your business and personal in- 
come. You get facts in time to protect 
your interests or seize a profit. 

If you think The Journal is just for 
millionaires, you are WRONG! It is a 
wonderful aid to salaried men making 
$7,500 to $25,000 a year. It is valuable 
to owners of small businesses. Read it 90 
days and see what it can do for YOU. 

To assure speedy delivery to you any- 
where in the U.S., The Journal is printed 
daily in seven cities from coast to coast. 
It costs $24 a year, but in order to ac- 
quaint you with The Journal, we make 
this offer: You can get a Trial Subscrip- 
tion for 3 months for $7. Just send this 
ad with check for $7. Or tell us to bill 
you. Address: The Wall Street Journal, 
44 Broad Street, New York 4, New York. 
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MARKET COMMENT 


by L. O. HOOPER 


Peering Into 1961 


THE FINANCIAL segment of the fourth 
estate long has been a victim of tradi- 
tion. It feels compelled, at this time 
of year, to prepare annual forecasts. 
Predictions last year were even less 
accurate than usual. Optimism was 
the rule and caution was the excep- 
tion, whereas it should have been the 
other way around. This year opinions 
are much more mixed, but run more 
to restraint than to optimism. 

Some of last year’s forecasts were 
far off the mark. The use of aluminum 
was expected to be up about 11%; 
actually aluminum use in 1960 was 
about 10% less than in 1959. Steel 
production was estimated at all the 
way from 125 million tons to 135 mil- 
lion tons; actual output appears to 
have been something around 100 mil- 
lion to 103 million. Corporate earn- 
ings were expected to be higher; ac- 
tually, they were lower. The second 
half-year was expected to be better 
than the first half; the reverse was 
true. So don’t expect too much this 
year! 

Frankly, the crystal ball is clouded 
and those who try to read it are in 
need of better glasses. The general 
expectation is that business conditions 
will be better later in the year than 
at the beginning, that aggregate cor- 
porate earnings in 1961 will be lower 
than in 1960, that defense spending 
will rise, that there will be more 
emphasis on public works as an un- 
employment antidote, that the big 
problem of the year will be how to 
correct America’s unfavorable inter- 
national balance of payments without 
hurting business here and abroad, and 
that money rates may be easier. There 
is little anticipation of either deep 
depression or of a real revival of the 
boom. 

Investors should not forget, how- 
ever, that the wnexpected always is a 
bigger price-changing influence in se- 
curities than the expected. It is my 
guess that 1961 will be a year of un- 
expected things. As the year develops, 
the business climate may be either 
much better or much worse than now 
expected. 

Some of the unexpected things that 
could happen are the development of 
a much less threatening international 
climate; an earlier than anticipated 
turn for the better in the cyclical in- 
dustries; a business correction in 
Europe; easier money conditions here 
purely as a result of higher personal 
savings and a slower demand for 
funds; tax reform to stimulate busi- 
ness expansion; and the beginning 


of a considerable 
reduction in ar- 
mament spending. 

This column is 

expected to be 
concerned withde- 
velopments within 
the stock market. 
In this issue it will indulge in some 
broad generalizations. These general- 
izations will assume 1) neither a deep 
depression nor a full scale revival of 
the boom, 2) a slow betterment of the 
balance of payments situation, 3) a 
moderately cooler cold war, and 4) 
corporate earnings perhaps 10°, or 
so lower than in 1960. They also as- 
sume that there is more danger of 
deflation than of inflation, even though 
federal government outgo for the next 
12 to 18 months inevitably will exceed 
federal government income. 

e The stock market will have sev- 
eral sharp movements this year, both 
up and down. I would guess a range 
in the DJ industrials something like 
a low of 525 and a high of 660. The 
big movements, both ways, will lack 
follow-through. Don't get too bullish 
or too bearish about the longer-term 
trend. Any long-term trend in 1961 
may be so gentle as to be deceiving 
and debatable. 

e The boom in the electronics and 
high science stocks, which already has 
slowed down importantly, will con- 
tinue to cool. Investors will begin to 
see that they have been expecting too 
much and have been too 
undiscriminating. When a vogue is 
guilty of gross excesses, those ex- 
cesses must be corrected. The abstract 
idea back of the boom in science 
stocks has been sound; but the arith- 
metic has been crazy. 

e One of the best “growth industry” 
groups will turn out to be the cos- 
metics shares and the grooming shares. 
High personal incomes and the big 
increase in that strata of the popula- 
tion which dresses up most will help 
these industries and wear down the 
investment prejudice against them. 

e Shares of those cyclical companies 
which profit most from large expendi- 
tures for public works should be good 
issues to own. Among them might be 
mentioned Caterpillar Tractor, Mack 
Trucks, International Harvester, Stone 
& Webster, Utah Construction & Min- 
ing, Jaeger Machine and Newport 
News Shipbuilding. 

e This is likely to be a better year 
for well situated household appliance 
companies than for the automobile 
industry. The automobile industry 


too soon, 
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probably will not do as well as in 
1960, and the appliance industry prob- 
ably will do better. This brings to 
mind McGraw-Edison and Whirlpool. 

e For those who invest in the so- 
called defense stocks, it will be neces- 
sary to employ more careful selectiv- 
ity. The reshuffling of the armament, 
missile and space programs will be 
hard on some companies and a boon 
to others. Watch for more rewards to 
the efficient companies, and more 
troubles for the marginal ones and 
those which have no business to exist. 

e Look for more interest in a de- 
cent dividend return on stocks. The 
idea that a stock must be good if it 
sells at 40 or 50 times earnings and 
yields 1% (or nothing) will be more 
on the defensive than it has been in 
recent years. 

e Abandon the idea that you are 
likely to realize appreciation in the 
stock market just because the trend 
is up due to inflation. The trend, on 
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earn Ais. insured to *110,000 





with one-check convenience 


Financial Federation, a group of 11 
California savings and loan associa- 
tions, now makes it possible for you to 
earn a 444% return (current minimum 
annual rate) on as much as $110,000... 
with the entire amount insured by the 
Federal Savings and Loan Insurance 
Corporation. 

Mail one check directly to Financial 
Federation. .. funds will be insured with 


one or more Federation members listed 
below. Up to $10,000 insured with each 
association permits total of $110,000 
insured under one account name. OR, 
make checks payable to associations in 
amounts you wish and mail one envelope 
to Financial Federation. Add to or 
withdraw from individual accounts with 
convenient flexibility. Funds received 


by 10th of any month earn from Ist. 


an over-all basis, is not up; and infla- é 
P For more details, write for Financial Federation's Savings /Investment Portfolio. 


tion is a dead duck. If you realize 
appreciation in the stock market, it 
will be because you own the right 
stocks (they are in the minority), not 
because you ride a trend as in 1946- 
1959. That was a most abnormal 
period in business and in the stock 
market, and it has passed into history. 

What are some good stocks to own 
in 1961? We will see as we go along. 
You can’t pick out all the good ones 
just because it is January 1. Those of 
us who constantly are on the lookout 
for good ideas expect them to come 
gradually rather than all at once. The 
truth is that we often suddenly “dis- 
cover” good ideas that have been 
right in front of our noses for a long 
time. 

Some of the stocks which deserve 
looking at right now, it seems to me, 
are Kerr McGee Oil Industries, Rich- 
field Oil, Phillips Petroleum, Freeport 
Sulphur (which has been attracting 
institutional interest again), Kayser- 
Roth (asa reasonably priced specula- raised, not arbitrarily, but as indicated by our 
tion in trade name apparel), Martin Tr our. charts Gnillcnte a box of accumu- 
Co., and International Telephone. It Gentes © up lam ender ot 0 When te bes 
would be normal to see a little ir- | | 9f,#9cumulation moves upward to between 45 
regularity early in January. I expect 
to hear a good deal about more liberal ii GHARTERAFT NYSE SERVICE 
depreciation allowances as an anti- ’ 
recession measures, and I look for the 
Congress to be sympathetic. 


Atlantic Savings, Los Angeles « Coachella Valley Savings, Palm Springs « Community 4 
Savings, Compton « La Eallona Savings, Culver City - Lassen Savings, Chico + Midvalley 
Savings, Marysville « Palomar Savings, Escondido + Prudential Savings, San Gabriel - 
Sequoia Savings, Fresno + Sierra Savings, San Bernardino « Silver Gate Savings, San Diego 


All above associations are members of the Federal Home Loan Bank System with accounts insured 
by the Federal Savings and Loan Insurance Corporation 


@ FINANCIAL FEDERATION, inc. 


5150 WILSHIRE BOULEVARD, DEPT. F-5 » LOS ANGELES 36, CALIF 
Assets over $300 Million 

YOUR STOP-LOSS ORDER 

Have you been ‘‘stopped-out"’ on your latest 
stock purchases rome, only to see it zoom 
to new highs? If you have, you are not aware 
of the mechanics of the stop-loss order. A stop 
order should consider primarily the past price 
pattern of the stock rather than pcuing an 
arbitrary price two or three points below your 
purchase 


BUY ON STOP AT 44 
PLACE STOP-LOSS ORDER AT 317 
PRICE OBJECTIVE 53 
These are the instructions given on XYZ 
stock by the Chartcraft NYSE service. We tell 
you exactly when to buy and the price objective 
at which to sell. We tell you at what point to 








wy s MEXICO 
attracting INVESTORS now? 


@ What's behind the Morgen Guaranty de- 
cision to issue ADRS for Mexican stocks? 


@ Why did Prudential Insurance invest 100 
millions in Mexican bonds on ‘‘confidence’’ 
collateral? 

@ Why cre over 500 American companies 

now in Mexico and more coming in weekly? 


Basic reasons are the fastest-expanding economy 
in Latin America, a highly profitable sellers 
market, political stability on a por with U.S. and 
Canada. Result: many Mexican stocks offer 
safety, growth, and dividends up to 10%; capi 
tal gains on real estate up to 26% ©; and returns 


place your stop-loss order to keep your loss at on invested capital in Mexican business up to 
a minimum and protect your profit. As the 30° 


stock goes up in price your stop-loss order is © 


WHAT ARE FUTURE PROSPECTS? 


Our Forecast for the first 6 months of 1961 scens 
the whole field of opportunities, recommends 
Mexican growth stocks for large capito! gains, 
points out specific opportunities in various 
businesses 


THIS FORECAST IS FREE 


with a 3-month $10 subscription to ‘Investors 
Mexican Letter,” the monthly airmailed news 
letter which presents one of the best private 
sources of accurate inforrnotion about invest 
ments and business in Mexico, with thousands of 
individual and corporate investors throughout 
the world. Or send $30 for one yeor ond receive 
FREE, these Studies pilus the 1961 Forecast 

1. Legal Questions; 

2. Mexican stocks and mutual funds; 

3. Business Opportunities: 

4. Taxes. 
Take advantage of this very timely offer. Send your 
check now for $10. (3 mos.) or $30. (full year) and 
get, FREE, invaluable Confidential Reports available 
nowhere else. Money bock guarantee! Our firm is 
SEC registered. Act Now! lt is most desirable to 
come into Mexico soon. 


CARL D. ROSS 


INVESTORS’ MEXICAN LETTER 
Reforma 336, Dept. F-14 Mexico 6, D. F. 


which is issued every Friday 

uses one of the oldest and simplest technical 

tools—the point and figure charting and inter- 

pretation of price change. You will receive in 

each issue 

e A chart of the week 

e 5 Charts for selected trading opportunities 

¢ Point and Figure data on over 500 stocks 
showing price objectives, stop-loss points 
and buy or sell signals 

¢ Point and figure chart on the D.J. averages 

e Analysis of the immediate trend of 500 
Charteraft stocks. 

SEND FOR YOUR $10.00 TRIAL TODAY 
AND FREE CHARTCRAFT BOOK 
Send $10.00 today for your six-weeks trial 
subscription to the Chartcraft NYSE service 
and receive our 64-page Chartcraft book out- 
lining the unique and profitable method of 
point and figure trading. Write to Dept. F-16 


CHARTCRAFT, INC. 


(Division of Business Reports) 
1 West Avenue, Larchmont, N. Y. 
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WE SERVE 
INDIVIDUALS 


umes 
Many business firms and non-profit 
organizations have funds beyond 
the cash needed for normal opera- 
tions. Many of them are putting 
these reserve funds to profitable 
use by opening a savings account 

at Fidelity Federal Savings. 
Accounts may be opened by 
corporations, partnerships, credit 
unions, churches, charitable organ- 
izations, trustees and other groups. 


ACCOUNTS INSURED TO $10,000 


Accounts opened by the 10th 
earn from the Ist 


4 
2 PER ANNUM 


DIVIDENDS PAID QUARTERLY 
Assets over $175 million 
Reserves over $16 million 


FIDELITY 
ederal 


EST. 
1937 


SAVINGS & LOAN ASSOCIATION 
225 EAST BROADWAY 
Dept. 122 
GLENDALE 5, CALIFORNIA 


Just minutes from the center of Los Angeles 


WRITE FOR COMPLETE INFORMATION 


R. M. RIGGLE 
Asst. vice-president / Dept. 122 


Please send information about your 
association ond latest statement... 
NAME 

ADDRESS 


7 








Free booklet-prospectus describes 


The Common /& 
Stock Fund E 


of GROUP SECURITIES, INC. 


A mutual fund investing for income 
and possible growth through com- 
mon stocks selected for their invest- 
ment quality. Mail this ad. 


Name 





Address 


DISTRIBUTORS GROUP, INC. 
80 Pine Street, New York 5, N. Y. 











STOCK ANALYSIS 


A New Year—A New 


WE arRE entering the New Year with 
a mixture of apprehension and antici- 
pation. There are many reasons for 
concern, and the present state of the 
nation is not nearly as bright as most 
of us a year ago had imagined it to be. 
At the end of 1959 the spirit of 
Camp David still prevailed. The opti- 
mists among us were looking forward 
expectantly to a summit meeting in 
the spring, to be followed by Presi- 
dent Eisenhower's visits to Soviet 
Russia and the Far East. A ray of 
hope for a lessening of tension seemed 
to be visible on the horizon. Alas, 
1960 turned into one of the bleakest 
years in our history as far as inter- 
national relations are concerned. 
The problem of the deficit in our 
international balance of payments had 
been with us for some time. It reached 
the climactic stage when our Secre- 
tary of the Treasury. incomprehensi- 
bly, failed to intervene in a bear raid 
on the dollar. allowing the free mar- 
ket price of gold to rise from $35 to 
$41 an ounce. This blunder unneces- 
sarily accelerated the outflow of gold 
until the parity value of the dollar 
had been restored. To make matters 
worse, the Administration called for 
“emergency” measures, such as the 
humiliating mission to Germany and 
the repatriation of our servicemen’s 
dependents. The blow to our prestige 
was nothing short of embarrassing. 
Finally, the first year of the Soar- 
ing Sixties became one of an incipi- 
ent, if not actual, recession. A squeeze 
on business profits had created a 
tendency towards retrenchment in- 
stead of expansion, an attitude which 
is neither conducive to economic 
growth nor helpful in solving the 
problem of unemployment’ which 
reached an uncomfortably high level. 
The incoming Administration has 
to assume this legacy. It seems to 
be generally agreed that the Cabinet 
of the President-elect is composed 
of well-qualified and respected per- 
sonalities who are deserving of the 
nation’s confidence. There is a feel- 
ing of anticipation, regardless of 
party affiliation, that the new team 
will bring with it a fresh approach, 
new thinking and a youthful dyna- 
mism which could hardly be expected 
of an Administration whose term of 
office was irrevocably limited. Even 
those who may be skeptical, if not 
antagonistic, and who don't believe in 
supermen, will be praying for the suc- 
cess of the Kennedy Administration. 


by HEINZ H. BIEL 


Team 


In spite of a con- 

tinuing flow of 

generally cheer- 

less news, Wall 

Street has recently 

been taking a 

more confident at- 

titude than had been in evidence dur- 
ing most of 1960. This in itself is a 
hopeful sign, because business senti- 
ment, almost more than any measure 
of artificial stimulation, will have a 
decisive effect on the economy in this 
coming year, whether it be the manu- 
facturer considering expansion 01 
modernization of his plant facilities 
or an individual contemplating the 
purchase of a home or an automobile. 
Obviously, only time will tell whether 
the psychological impact of a change 
in government and a change in poli- 
cies will be sufficient to reverse the 
present downward trend in the econ- 
omy. This is a risk that the investor 
must assume. But, one may ask, is 
there ever a time when one can in- 
vest without risk? 

Because of the popularity of cer- 
tain types of stocks, either defensive 
and non-cyclical, or endowed with 
the halo of “growth,” the average 
common stock is not particularly 
cheap at present, despite the correc- 
tion in recent months. The 425 issues 
in the Standard & Poor's industrial 
average, for example, are selling at 
19 times estimated 1960 earnings. 
which doesn’t leave much room on 
the upside, unless earnings will im- 
prove appreciably in 1961, and this 
is not a sure prospect. As a matter of 
fact, Standard & Poor's estimates that 
1961 earnings on its industrial stock 
average will decline 9° to about $3, 
indicating a P/E ratio of over 20! 

But there are noteworthy excep- 
tions. Despite many shortcomings. 
1960 turned out to be the second best 
year on record for the automobile 
industry. Yet, early last month Gen- 
eral Motors stock declined to the low- 
est price since mid-1958, more than 
30° below its 1959 high. Ford, the 
only other investment-grade stock in 
this industry, declined similarly. What 
is wrong? Why should these high- 
quality stocks be selling at such com- 
paratively low multiples of present 
earnings, about 12 times for GM and 
only 8% times for Ford? 

There are two possible answers: 
1) If the general business outlook for 
1961 should prove to be unfavorable. 
then many of the 425 industrials in 
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Southern California 
Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 

COMMON STOCK 

Dividend No. 204 

65 cents per share; 

PREFERENCE STOCK, 

4.48% CONVERTIBLE SERIES 

Dividend No. 55 

28 cents per share; 


PREFERENCE STOCK, 

4.56% CONVERTIBLE SERIES 
Dividend No. 51 

28) cents per share. 


The above dividends are pay- 
able January 31, 1961 to 
stockholders of record Janu- 
ary 5. Checks will be mailed 
trom the Company's office m 
Los Angeles, January 31. 


Common Stock Dividend No. 
204 is not payable upon the 
shares of Common Stock to 
be distributed on or prior to 
February 24, 1961 as a result 
ot the stock dividend de- 
clared November 17, 1960 
by the Board of Directors. 


P. C. HALE, Treasurer 


December 15, 1960 





CORPORATION 


dend on_ its 
Trust Certificates for cc 
mon stock on January 


1961 to stockholders 
record December 30, 


LEO JAFFE 


Vew York, December 15, 1960 





COLUMBIA PICTURES 


The Board of Directors at 
a meeting held today de- 
clared a 2%% stock divi- 
outstanding 
Common Stock and Voting 
om - 
mon stock, payable in com- 


1960 


First Vice-Pres. & Treas 


30, 
of 











Detect big profit moves in 
of ten with COMMODEX Ay slonets, 
mail bulletins enable you te fol acti 
in 21 markets. Weekly 3 

trends. Com 

need te know about futures 
for bulletins, charts, full details. 





. Broadway, New York 7, BArclay 


ANTICIPATE COMMODITY TRENDS WITH 


COMMODEX 


seven times out 
Daily air- 


zee Saene fer prefit. Sen 


COMMODEX 


17-6730 
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the S&P’s index would seem greatly 
overpriced and more vulnerable; or 
2) neither GM nor Ford qualify as 
“growth stocks.” This argument has 
merit, partly because the huge size of 
these two companies virtually pre- 
cludes a steep rate of growth, and 
partly because of the high degree of 
saturation of the domestic automobile 
market. However, even if one ac- 
knowledges the absence of significant 
growth prospects, present prices re- 
flect this negative factor more than 
sufficiently. Both stocks can be re- 
garded as relatively attractive, in an 
unspectacular way, for investors seek- 
ing a good income and a fair chance 
of gradual appreciation. 

Pepsi-Cola (45) deserves consider- 
ation on several counts: 1) a satis- 
factory growth trend; 2) relative 
immunity to changes in general busi- 
ness conditions; 3) significant inter- 
ests in 83 countries all over the world; 
and 4) a present market price and 
dividend yield which are not out of 
line with the “average”. While 1960 
earnings will be only slightly above 
1959’s $2.17, this is attributable to a 
cool summer and heavy outlays for 
promotion. 

Investors who like to limit their 
risk to some degree may be attracted 
by two convertible securities. The 
first is the new issue of United Air 
Lines 4%°, debentures, due 1985, 
convertible into the common stock at 
37142, or close to its present market 
price. Presently quoted around 112, 
these debentures are selling at a mod- 
erate premium above conversion 
parity and yield a current return of 
4.3°,. Because these bonds give the 
holder a 15-year call on the stock, 
and in view of the speculative poten- 
tialities inherent in United Air Lines 
comrmon, the debentures should prove 
a satisfactory investment. 

The 6% preferred stock ($20 par) 
of Standard Packaging is convertible 
share for share into the common 
stock. The latter declined steeply 
from its 1959 high of 385% to about 22 
at present when earnings failed to 
come up to earlier, perhaps unduly 
optimistic, expectations. This expan- 
sion-minded and most aggressively 
managed growth company has gone 
through a period of consolidatiga dur- 
ing which it digested and coordinated 
the numerous acquisitions of the past 
several years, a task which was not 
made easier by the recession. Stand- 
ard Packaging probably earned $1.50 
a share on its common stock last year, 
but since all available funds are 
needed to finance expansion, no divi- 
dends can be expected for some time 
to come. Some investors may pre- 
fer the convertible preferred which, 
at 28, provides a return of 43% 








140 SOUND 
STOCKS 


UNITED’s New List 
of Recommended Issues 
for Income and Profit 


IRST REPORT covering 

UNITED'S complete Super- 
vised List of Recommended 
Common Stocks for 1961 is just 
off the press. Broadly diversified 
selections range from highest 
quality stocks for safety and 
income to lower-priced issues 
for large percentage profits. 
Included are stocks with long 
dividend records, and liberal 
yields. Of special interest are: 
@ 5 Speculative Stocks for Profit 
@ 9 Low-Priced Issues under 25 


@ 14 Quality Stocks for Capital Growth 
@ 17 Income Issues for Higher Yields 


Yours with Month’s Trial 


Yes, please send me United's 1961 
list of Recommended Stocks plus 
weekly UNITED Reports for one 
month. I enclose $1 in full payment — 
by Airmail $1.25. (This introductory 
offer is Open to neu readers only, b M-1 


Name_ 
Address _ 
a Zone —— 


UNITED BUSINESS SERVICE 


oe OS Boston 16, Mass. 


SECURITY RECORD CARDS 
KEEP VITAL DATA ON YOUR STOCKS 
Record all your stock transactions o y to use 
Record Cards. Know at a glance th 
sions—-your dividends received our 
ete. Keep a permanent record of your sale 
profit or loss was made on each t 
viduals or stock clubs stock or 100 


SEND FOR TRIAL SUPPLY 10 CARDS $1.00 
Whitlock Products Co., 20825 Plymouth Rd.. Detroit 28, Mich. 


State 


ix 6 
comm is- 
& earnings 
Know how much 
Ideal for indi 
whether 





NATURAL GAS 
COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 
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DIVIDEND No. 52 


Tue BOARD OF DIRECTORS 
has this day declared a regular 
quarterly dividend of Fifty-Sev- 
en and One-Half Cents (57'/2¢) 
per share on the capital stock of 
the Company, payable February 
15, 1961 to stockholders of rec- 
ord at the close of business 
January 16, 1961. 


JOHN MILLER, Secretary 
December 14, 1960 
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One of New York's finer 
hotels in exclusive 
Washington Square. 
Spacious single rooms 
from $10 daily. With air- 
conditioning from $12-$14 
Lavish 2 and 3 room apts. 
with serving pantries. 
Substantial savings by the 
month or on lease. 
N. Scheinman, Managing Director 
GR 3-6400 


CURRENT RATE 
ON INSURED SAVINGS 


Earnings paid or compounded quarterly 
Southern California 's oldest, 
one of the nation's largest savings 
and loan associations 

————_-e 

In 75 years this trustworthy 
institution has never missed a divi- 
dend nor closed its doors on a 
business day. 

Its savings accounts are held by 
investors throughout the United 
States, and are exempt from per- 
sonal property tax in California. 

Each account is insured to 
$10,000 by Federal Savings and 
Loan Insurance Corporation. A 
number of accounts may be ar- 


ranged to provide insurance pro- 
tection for all of them. 


Corporation accounts are ac- 
cepted and insured. 

Funds received by the tenth of 
any month earn from the first of 
that month. 


Assets Over 160 Million Dollars 


: a SAVINGS AND LOAN 


Convenient postage-free mail service 
~SEND COUPON FOR FULL INFORMATION— 
P.0. Box F-2592, San Diego 12, California 


Name — 
Address 


City 





INVESTMENT POINTERS 


Pass in Review 


THIS ARTICLE continues the review of 
stocks recommended during the past 
year that were recently selling be- 
low their recommended price. In 
addition, several new suggestions, 
namely, Carborundum, Melville Shoe 
and Sunshine Biscuits, are also in- 
cluded. 

Goodrich has declined three points 
since recommended here in October. 
Undoubtedly, there has been tax- 
selling in this issue. Its present price 
of 53 compares with a high of 103 
reached in 1959. Earnings last year 
are estimated at around $3.50-$3.60 
vs. $4.18 per share in 1959. An im- 
provement is looked for this year. 
The $2.20 annual dividend appears 
secure. The company’s plastic and 
chemical divisions offer much prom- 
ise for the future. Retention is 
advised. 

Great Northern Railway continues 
to enjoy a strong financial condition, 
and chances are the $3 annual divi- 
dend will be maintained. On the 
assumption that the proposed merger 
with Northern Pacific and Burlington 
will go through, the stock ought to do 
well during the years ahead. Con- 
tinue to hold. 

I have received numerous letters 
from readers asking: “Why has 
Quaker City Life Insurance dropped 
in price when the price of other in- 
surance companies have _ generally 
held up? Is there anything wrong 
with the company?” I have talked 
with management and am told that 
all departments are ahead of last 
year and that business “is good.” The 
only reason I am able to find to ac- 
count for the unexpected sell-off is 
the fact that a leading New York in- 
vestment survey recently removed 
the stock from its recommended list. 
No, there is nothing “wrong with the 
company,” and I suggest that new 
and additional purchases be made 
while the stock is temporarily de- 
pressed. Recent price: 44. 

Carborundum reached a high of 56 
in the summer of 1959. Since that 
time it gradually declined to a low 
of 39 reached three months ago. It 
has since recovered to 46, where it 
was recently selling. The recovery 
from the low has been slow but de- 
liberate, and it would seem to me 
that the 39 level, plus or minus sev- 
eral points, will prove to be the low 
point. Purchases in this general 
area should work out favorably over 
the long-term. The company is one 
of the world’s leading producers of 


by J. DONALD GOODWIN 


abrasives, with the 

majority of its 

products being 

made from.  sili- 

con carbide and 

aluminum oxide. 

In addition, the 

company is_ the 

most important 

producer of zirconium which is used 
in atomic reactors. Products  in- 
clude bonded abrasives, furnace and 
related products, coated abrasives, 
high temperature refractories, high 
purity zirconium metal, electric re- 
sistors and other items. 

During recent years, management 
(Mellon controlled) has expanded 
research activities and foreign opera- 
tions, from which it is expected gains 
in sales and earnings will be forth- 
coming in the not-too-distant future 
In this connection, the company now 
operates 30 plants in ten countries, 
including Germany, Norway, Eng- 
land, Brazil, South Africa and Aus- 
tralia. In 1959 the Harbison-Carbo- 
rundum Corp. was formed with the 
Harbison-Walker Refractories Co. to 
operate the company’s Monofrax 
fused refractory plant in New York 
State, products of which are used in 
the glass industry. 

Earnings for the first nine months 
of 1960 were $3.04 a share, vs. $2.81 
for the same period a year ago, and 
for the full year are expected to run 
perhaps 20c-30c per share ahead of 
the previous year’s $4.02 per share 
the increase resulting from large: 
income from foreign subsidiaries. Fo 
all of 1960 sales should reach around 
$118 million, vs. $114.1 million in 
1959, a new high. Capitalization 
$18 million in funded 
debt and 1.7 million shares of com- 
mon stock (44° Mellon controlled) 
The indicated dividend is $1.60 with a 
yield of 3.5%. Dividend continuous 
since 1922. 

Melville Shoe appears attractive 
for those readers who are interested 
in safety, a good return and moderate 
appreciation. There is nothing thrill- 
ing or exciting about the shoe in- 
dustry or the company. However, 
earnings, which should reach $2.15- 
$2.30 per share for the year just 
ended, vs. $2.02 in 1959 and $1.80 in 
1958, appear to be on the upgrade. 
and the chances are the recently in- 
creased dividend (from 37.5¢ per 
share quarterly to 40c quarterly) is 
secure 

(CONTINUED ON PAGE 106) 
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Our Editors Believe This Stock May Be One of 


ing to match the spectacular gains of the electronics 
stocks. Buying most of them, however, would have 
been far too risky for the average investor. And only 
one particular kind of electronic stock offered both rea- 
sonable safety and great capital gain potentials. Stocks 


like: 
FROM To 
Beckman Instru.... 18% 74 
Ling Altec _...... 16 42'2 155% 
Cenco Instru. 6% 39 500% 


These had been well-established companies. Then “glam- 
our” was added by new product development in dynamic 
fast-growth areas of the electronics business...and 
earnings shot up and the stocks soared. 


NOW—A Similar Situation That Could Duplicate These Rises 


Yes, we believe this one electronics “sleeper” has much of 
what Beckman, Ling and Cenco had—and in some ways 
more. Few investors know about the basic change in this 
company yet. But judging from past history, situations with 


ik the last two years there has been practically noth- 


PROFIT 
308% 


The Most Exciting 


ELECTRONICS “SLEEPERS” 


IN THE MARKET TODAY 
To Buy for Large 1961 Gains 


as much hidden potential as this company appears to have, 

do not go unnoticed for long. 

@ A respected, old-line name in a long established industry, the 

company is being transformed into a dynamic space age manufac- 
turer. New “‘glamour"’ growth lines already account for 30% of 
stepped-up sales. 
Specialized space age products are having a tremendous impact on 
this company’s growth. This year we expect earnings to double. 
The stock has just been listed on a major exchange—a feature 
which should draw wide investor attention to this now little known 
stock and could have an explosive effect on the less than 500,000 
shares of stock available to the public. 


Get the facts on this dynamic issue. Send today for our 
comprehensive Report on: “ONE OF THE BEST ELECTRONIC 
‘SLEEPER’ OPPORTUNITIES IN THE MARKET TODAY.” And, 
with this Report, you will also receive — at no extra cost our 


MASTER GUIDE TO PROFITS IN 
178 LEADING ELECTRONIC STOCKS 


This latest tabulation gives capsule descriptions, sales, earn- 
ings, dividends, profit margins, capitalizations, highs and 
lows on the 178 best-known electronic stocks. 





GET NEW EVALUATIONS ON THESE 178 LEADING ELECTRONIC STOCKS 


Acme Elec 
Acoustica Assoc 
Admiral Corp 
Advance Indus 
Aerojet-Genero! 
Aerovox Corp 
Allied Control 
Amp Incorp 
American Bosch 
American Elec 
Ampex Corp 
Ampheno!-Borg 
Anken Chem 
Assembly Prod 
Audio Devices 
Avco Corp 
Avien Inc 
Babcock Elec 
Baird Atomic 
Barnes Eng 
Beckman Instru. 
Bell & Howell 


Bendix Aviation 
Birtcher 

Bogue 

British Indus 
Burndy Cotp 
Burroughs Corp 
Carwin 

Cenco Instru 
Clarostat Mig 
Clevite Corp 
Cohu Elec 
Collins Radio 
Cons. Electrodyn 
Cons. Elec. Ind 
Control! Data 
Controls Co 
Cook Electric 
Craig Systems 
Cubic Corp 
Cutler-Hammer 
Daystrom Inc. 
Dymo Indus. 


Dynamics Corp 
Eastern Indus 
Edgarton G.& G 
Eitel-McCullougt 
Elect. Acctg 
Elect. & Music 
Electro Refrac 
Electronic Asso 
Elect. Commun 
Electronic Resch 
Electronic Spec 
Electr. Corp. of Am. 
Electro-Instru. 
Electro-Voice 
Emerson Elec. 
Emerson Radio 
Epsco Inc 

Erie Resistor 
Ets, Hokin 
Fairchild Cam. 
Farrington Mfg 
Federal Pacific 





SPECIAL 


INTRODUCTORY 


OFFER 


You may have a copy of both of these Reports, 
plus 2 issues of our new bi-weekly SCIENCE 
& ELECTRONICS INVESTMENT LETTER — for 
just $1. Mail coupon at the right TODAY. 


Foxboro. Co 
FXR 
G. L. Electr 
Gen. Bronze 
Gen. Dynamic 
Gen. Electric 
Gen. Instru 
Gen. Prec. Eq 
Gen. Tel. & Ei 
Gertsch 
Giannini Control 
Grumman 
Gulton Ind 
Haloid Xerox 
Hormon-Kardon 
Hathaway Instru 
Haveg 
Hozeltine Corp 
Mowitt-Reb 
+ -xard 
sge Eng 


tofiman Electr 


Hofman Labs 
Indiana Genera! 
Infra-Red Ind 
int. Bus. Mach 
Intern. Rectifier 
Intern. Resist 
Intern. T. & T 
Interstate Eng 
tonics 

Itek 

Jeflerson Elec 
Kennedy (D. S.) 
Lab. For Electr 
Lear Inc 

Leeds & Northr 
Ling-Temco 
Liquidometer 
Litton Indus 
Lora! Elec 
Lytle Corp 
Magnavox Co. 
Magnetics Inc. 


Pp 


Mallory (P.R.) 
Manning, Maxwell 
Maxson (W. L.) 
McDonnell Aircr. 
Microwave Asso. 
Midwestern Instru 
Minneapolis-Honey 
Moog-Servocontrols 
Motorola Inc 
Muter Company 
Nardo Micro 
Natl. Cash Reg 
National Co 
New Hamp. B. B 
No. Amer. Av 
Northrop Corp. 
Nucleor-Chicago 
Oak Mig 

Oxford Elec 
Pacific Mercury E! 
Packard-Bell 
Perkin-Elmer 


Philco Corp 
Philips Lamp 
Polarad Ele 
Polaroid 
Radiation Ir 
RCA 
Raytheon Co 
Reeves Sndcr 
Royal-McBee 
Sanborn Co 
Sanders Assoc 
Sangamo Elec 


Servomechanism:s 


Siegler Corp. 
Sonotone Co 
Speer Carbon 
Sperry Rand 
Sprague Ele< 
Sprague Eng 
Sauvare D Co 
Standard Kolls 


Statham Instru 
Systron-Donner 
Taylor Fibre 
Taylor instru 
Technical Opera 
Technology Inst 
Tel-Autograph 
Telechrome Mig 
Telecomput. Coro 
Texas Instr 
Thomp.-Ramo-W, 
Tracerlab, Inc. 
Transitron Et 
Tung-Sol Elec 
Varian Asso 
Western Union 
Westingh. Elec 
Wilcox Elec 
Yubo Cons 
Zenith Radio 
Zero Mig 
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SCIENCE & ELECTRONICS INVESTMENT LETTER 


Babson Park, Mass. 


Yes, here is my $1. Send me 


at once: (1) 


Your Report 


on the Electronic “Sleeper,” 
(2) Master Guide to Profits 
in 178 Leading Electronic 
Stocks: and (3) Two issues of 
the new bi-weekly SCIENCE 
& ELECTRONICS INVESTMENT 


LETTER 


NAME 


STREET 


CITY. 


Published by Spear & Staff, Inc. 


‘a Check here if you prefer a 3-month subscription 
at the special rate of $25. (Regular rate $30.) 


———_ 


THESE OFFERS ARE OPEN TO NEW READERS ONLY 


STATE 
ES1-41C 
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pays you Ai. on savings: 


DIVIDENDS PAID 4 TIMES A YEAR at 4%% | 


current annual rate... World headquarters for the 
savings of 150,000 individuals, corporations and 
trusts in 50 states, 63 foreign countries. * Same, 
sound management policies since 1925 °¢ 
$35,000,000 reserves. * Resources over $14-billion. 
* Accounts insured by Federal Savings and Loan 
Insurance Corporation. * Funds received by 10th, 
earn from Ist. «© We pay air mail both ways. 


CALIFORNIA FEDERAL SAVINGS. 


AND LOAN ASSN. + 611 WILSHIRE BLVD., LOS ANGELES | 


FREE! “The California Story,”’ 1961 edition. 
16 pages — how to get ahead financially, home Buying 
and remodeling, Gold Rush tales? 





| —_ California Federal Savings & Loan Assn. 
5 Box 54087, Terminal Annex, Los Angeles 54, Calif. 


Please send “The California Story” and Cet rea matt-savem fo: 


Name 
Address - 

City — 

1D Funds enciosed in amount of $ 








Let Barron’s Help You 


PICK GOOD 
INVESTMENTS 
IN 1961 


17 weeks’ trial only $5 


To help you build your capital and increase 
your investment income—get a trial subserip- 
tion to Barron's National Business and Finan- 
cial Weekly. It will give you the facts you need 
to make yourself a better judge of the invest- 
ment values in today's markets 

-o other business or investment publication 
is like Barron's. It is written for the man who 
makes up his own mind about his own money 
It is the only weekly affiliated with Dow 
and has full use of Dow 
intormMation in serving 

In Barron's you 
the REAT 
Becurity prices 
form 


Jones, 
Jones’ vast, specialized 
you. 

ire shown what, where, and 
VALUES are, behind current 
You get clear. well-founded in- 
ition each week on the condition and 
prospects (the changing fortunes) of individual 
corporations — and on industrial and market 
trends 

A trial subscription—17 weeks for only $5 
—brings you 

l-verything you need to know to help you 
handle your and investment affairs 
with greater understanding and foresight 
the implications ot current political 
ind events the perspective you 
must have to anticipate trends and grasp profit- 
ible investment opportunities. 

See for yourself how important Barron’s can 
be to you in the eventful weeks ahead. Its sub- 
seription price is $15 a year, but you can try it 
jor 17 weeks for $5. Just tear out this ad and 
aend it today with your check for $5; or tell us 
to bill you. Address: Barron's, 392 Newbury 
Street, Boston 15, Mass. F-1) 


why 


business 


vatment 


economic 


a 


by JOHN W. SCHULZ 


Mr. Granville’s 55 Points 
(Plus A Few Dozen More) 


IF you’vE made a rash New Year's 
resolution and are now casting about 
for a sensible substitute, here’s a sug- 
gestion: exchange a couple of your 
Christmas gift books for Joseph E. 
Granville’s A Strategy of Daily Stock 
Market Timing for Maximum Profit 
(289 pp., Prentice-Hall. Inc., Engle- 
wood Cliffs, N. J., $12.50), and then 
get to work studying. The title is a 
mouthful, but don’t let that scare you: 
wait till you see the table of contents. 
This is perhaps the most exhaustive 
discussion of technical stock market 
analysis published in the last 25 years. 
If you are a lay investor, the book will 
clarify much that may have puzzled 
you before. If you're a professional, it 
will be a welcome refresher course. 
It’s been very helpful to me. 

That Mr. Granville addresses him- 
self to a large audience is indicated by 
the question with which he opens his 
book: Why do 99°; of all people in the 
stock market (I believe the percent- 
age is really somewhat higher) fail to 
double their money every year? The 
opportunities, he says, after all are 
given by the dozens of stocks that 
double or halve in value each year. 
The reason for our shameful failure, 
he continues, is that we “do not know 
how to read the sign language of the 
market.” He then undertakes to teach 
us that language, which will enable us 
to time our transactions correctly and 
thereby to minimize risks and maxi- 
mize profits, perhaps “to parlay $1.000 
into a quarter of a million dollars in 
ten years” (before taxes) 

Once you get past this not unpar- 
donable effort to climb into the best- 
seller lists, you can get down to the 
business of extracting a great deal of 
useful information from the book. Mr. 
Granville is a professional stock mar- 
ket technician and one of the best in 
the business. Like all technicians, he 
proceeds from the premise that the 
stock market’s past and current be- 
havior contains clues to its future 
performance and that these are of 
greater practical value than _ the 
known “fundamentals.” which are 
discounted by current prices anyway. 
Therefore, and because the raw mate- 
rials for proper and fruitful technical 
market analysis are readily and 
widely available, Mr. Granville advo- 
cates a policy of active trading, on 
both sides of the market, relying ex- 
clusively on what the “sign language” 
reveals. 


He starts out by e's 
showing you “the 

six most impor- 

tant things to look 

at in the financial 

section of your 

daily newspaper.” 

These include the averages. odd- 
lot transactions, advance-and-decline 
pluralities, etc., and you are shown 
how Mr. Granville uses these data to 
appraise the market’s day-to-day 
performance. The diagnosis results 
from scoring each day’s market on 55 
counts, or “points,” each of which 
must be carefully analyzed for pos- 
sible applicability. 

The points are, in effect, criteria of 
varying simplicity, set up to describe 
strong or weak characteristics of the 
general market. Listing the points 
applicable to the day’s market pro- 
duces a “formula”’—more correctly, 
perhaps, a numerical , code—that 
serves to define the market’s under- 
lying temper. On the basis of the 
daily record for 1959, each of the 55 
points is assigned a degree of signifi- 
cance; in addition, Mr. Granville ex- 
plains which combinations of points 
normally carry greater weight than 
others. By means of this scoring 
method, he has found it possible to 
anticipate short-term trends with ap- 
parent ease and great success 

These trends, however, must be co- 
ordinated with correct appraisals of 
the market’s intermediate and majo: 
trends. For this purpose, Mr. Gran- 
ville leans heavily on “The True 
Theory of Confidence,” under which 
heading he offers an illuminating dis- 
cussion of the “Confidence Index” as 
a tool for anticipating these 
trends (and even 
changes). The confidence index ex- 
presses the yield relationship between 
high-grade and lower-grade bonds, 
and on the record it has been a valu- 
able “leading indicator” of stock mar- 
ket fluctuations. There are, it seems 
to me, some weaknesses in the au- 
thor’s rationalization of this quality 
under present day conditions, but 
these may not detract from its con- 
tinued validity. 

However, practical problems can 
arise from the fact that the average 
period by which the confidence index 
seems to “lead” the stock market 


longer 
week-to-wee! 


Mr. Schulz is a partner in Wolfe & Co 
members of the New York Stock Exchange 


(CONTINUED ON PAGE 107) 
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You have a good approac 


to investing... 


@ if you can spot good growth stocks, 


@ buy the ones you like on the basis of dependable facts, 


@ keep track of them on a month-to-month basis through a re- 
liable, easy-to-use service, and 


@ stay with them as long as their earning power continues to grow. 


AMERICA’S FASTEST GROWING COMPANIES is the carefully researched, monthly 


service which is helping thousands of investors follow such a program. 


AMERICA’S FASTEST GROWING COMPANIES goes straight to the core of successful 
investing, concentrating on the progress, prospects and relative values of the nation’s most 
dynamic companies—companies which are ably managed, enjoy vigorous markets for their 
products and services and are compounding their earning power and value at the highest rates. 


Over a period of time such companies bring the richest rewards and the fewest disappointments. 





Dow-Jones Industrial Average 

Investment Trust Average 

AMERICA’S FASTEST GROWING COMPANIES 
GROWTH STOCKS OWNED BY J.S.H., INC. 





PERCENT CHANGE IN EARNING POWER & MARKET VALUE 


Power Value Power Value 


12 Months 1959 11 Months 1960 
Earning Market Earning Market 


+23% + 16% — 8% —12% 

NA + 29% NA — 3% 
+ 14% + 32% + 2% + 26% 
+ 26% + 90% + 38% 








AMERICA’S FASTEST GROWING COMPANIES is not 
an advisory service, but is a factual report on selected com- 
panies with a high potential for continued expansion in 
earning power and market value. 


Every month, in 40 to 50 pages, AMERICA’S FASTEST 
GROWING COMPANIES: 


brings its subscribers the latest facts, figures and pro- 
fessional commentary on the 150 fastest growing com- 
panies in the U.S.A. 


clearly shows their relative attraction in terms of market 
price. earning power and growth rate. 


systematically surveys stock transactions in AFGC by 
investment trusts and company officials. 


objectively compares every company in terms of its past 
record and current standing. 


gives a complete report on our own growth stock 


portfolio. 


brings new, or little known, growth companies to the 
attention of subscribers. 


If you would like to examine AMERICA’S FASTES1 
GROWING COMPANIES, review its past record in greater 
detail and use it on a 3 month trial basis, with privilege of 
cancellation and full refund, merely complete the attached 
order form and return it to us now. 


—TrttTtttttttttttttttt ee 
JOHN S. HEROLD, INC. 

25 Greenwich Ave. ° Greenwich, Conn. 
Please start my 3 month trial subscription to 


“AMERICA’S FASTEST GROWING COMPANIES” 


the monthly service which systematically uncovers the leading growth 
companies and keeps subscribers constantly advised on their progress 
and prospects. 


Name 
Company ... 
Street 


ee? ere G-FO5 


(—D Please bill me for $10.00 -) Bill Company 
C0 Enclosed is check 


(Send payment with your order and we will include free our latest 
“Panograph’’—a pictorial presentation of relative standing of the 140- 
150 stocks covered in AFGC.) 








PENN SQUARE 
MUTUAL FUND 


Organized 1957 
AN INVESTMENT FUND 


Investing in diversified securities 
for INCOME and CAPITAL 
GAINS possibilities. 





NO BUYING CHARGE 
NO SELLING CHARGE 











Free of Penna. Personal Property 
Tax in Opinion of Legal Counsel 
s 


copies of the Prospectus may 
be obtained from 


J. L. HAIN & CO. 


451 PENN SQUARE 
READING, PENNSYLVANIA 
FRanklin 5-4424 


Free 


Name 
Address 


City & State 











READY TO 


pavest ¢ 


Weystone 


THE KEYSTONE COMPANY 

50 Congress St., Boston 9, Mass. 
Please send me Prospectus and descriptive material 
on the Keystone Funds. 


GET THE 
FACTS 
on the 


Nome 





Address 





City. 





CANADIAN PACIFIC 
RAILWAY COMPANY 


DINIDEND NOTICE 


\t a meeting of the Board of Directors 
held today a tinal dividend of seventy-five 
cents per share on the Ordinary Capital 
Stock was declared in respect of the yeat 
1960, payable in Canadian funds on Febru- 
arv 28, 1961, to shareholders of record at 
30 pan. on January 5, 1961 

By order ot the Board 


I l TURNER 
secretary 
1oo0 


Montreal, December 12 
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THE FUNDS 


The Industry: 


SHOWING ITS AGE? 
MUTUAL FUNDS have had a habit of 
chalking up handfuls of new sales 
records almost every year. But the 
only important record the funds as a 
group set in 1960 was one they would 
willingly have done without: a record 
amount of redemptions. Shareowners 
turned back to the funds for redemp- 
tion a record $875 million worth of 
fund shares. This was 11.3°% more 
than in 1959, the previous record year 
for redemptions. 

The past 12 months were less than 
glorious for the funds on yet another 
crucial count. For the first time since 
1953, sales of new shares failed to top 
a previous year’s record. In 1960 sales 
totaled an estimated $2.1 billion. That 
was only some 9% below the record 
$2.3 billion sold in 1959. But together 
with record high redemptions, this 
meant that the funds took in just $1.2 
billion in net new money last year, 
20% less than the record $1.5 billion 
in 1959. 

The Long View. But as most mutual 
funders preferred to see it, this did 
not mark the end of their long boom 
but merely its leveling off. As mutual 
funds closed the books on 1960, the 
National Association of Investment 
Companies took a long statistical look 
of a far rosier kind at what the year 
had wrought. As it happened, 1960 
marked the 20th anniversary of the 
Investment Company Act of 1940—the 
legislative rock upon which fundmen 
had founded their now-towering en- 
terprise. The years between had been 
good ones, by and large, for mutual 
funds. Accordingly, Harold Oberg, the 
NAIC’s able director of research, was 
able to make some impressive com- 
parisons. Among them: 

e Total assets of the NAIC’s 161 
mutual funds and 26 closed-end in- 
vestment company members (about 
94% of the industry’s assets) now 
reach close to $18 billion. In 1940 68 
mutual funds and 43 closed-end com- 
panies could boast just over $1 bil- 
lion in assets. An 18-fold increase in 
assets. 

e An estimated 2.5 million individ- 
ual and institutional investors now 
hold 5.2 million shareholder accounts. 
In 1940 just 500,000 people held 
762,000 accounts. A five-fold increase 
in number of shareholders. 

e The $2.1 billion worth of mutual 
fund shares that investors purchased 
in 1960 was nearly 40 times as much 
as the $53 million worth purchased in 


1941 (the first year for which indus- 
try-wide figures are available). A 40- 
fold increase in sales. 

e In 1941 sales exceeded redemp- 
tions by just $8.3 million. An amaz- 
ing 150-fold increase in the net flow 
of new money. 

Would industry resume the record- 
breaking ways of its youth in 1961? 
That remained to be seen. In one key 
respect, however, the industry con- 
fessed that it was showing its age. 
Most fundmen expect the gradual in- 
crease in redemptions to continue. 
There are two very simple reasons fon 
this. One is the obvious fact that a 
given redemption rate, say 5°,, means 
more in dollars as the funds’ assets 
continue to grow. The other reason is 
that more and more of the existing 
holdings are getting to be ten, 15 ‘on 
even 20 years old. Thus, more and 
more patient investors are now ready 
to cash them in for whatever reason 
they got into mutual funds in the 
first place. 


Management: 
THE VIEW FROM THE TOP 


WHAT Do top mutual men think of the 
current economic downturn? As might 
be expected from a_ sales-minded 
group of men, few are than 
mildly pessimistic. 

Grady Clark, president of industry 
giants Investors Mutual Fund and In- 
vestors Stock Fund thinks: “The 
economy has been undergoing a mod- 
erate readjustment but business is 
good in many lines.” Harry I. Pran- 
kard of Affiliated Fund even sees a 
bit of cheer in the situation. “We at- 
tribute the slowdown,” says he, “to 
inventory reductions. But we think 
actual consumption has exceeded pro- 
duction for many industries in 1960 
We're in a recession, but we don't 
think this should be dignified by call- 
ing it a major recession.” 

Yes and No. How major is major” 
Says Hugh Long, chairman of the 
outfit that runs Fundamental Invest- 
ors and Diversified Growth Stock 
Fund: “In our opinion, the readjust- 
ment may be pro- 
portionate with 
those of 1953 and 
1957-58.” Dissents 
Wellington Fund's 
A. Moyer Culp 
“It may not be as 
severe as 1953 and 
]O&” TO5Q ” 

Most fundmen 
expect a_ pickup 
around the middle of 1961. “It’s ow 
opinion,” says Long in a fairly char- 
acteristic comment, “that such major 
indices as the Gross National Product 


more 


eA 


Cameron Reed 
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and the Federal Reserve Board index 
of industrial production will not be 
below, and will possibly be slightly 
above, the year 1960.” 

But as befits so diverse a group as 
the mutual funders, there are a few 
notable exceptions to this mild view. 
“There is no evidence of a pickup,” 
says Cameron K. Reed, president of 
the four funds that make up the 
Kansas City-based United Fund 
group. “We either have to raise prices 
or reduce taxes to get things moving 
again. Given competitive conditions, I 
don’t see any chance for manu- 
facturers to make price increases. And 
the U.S. is practically the only country 
in the world that hasn’t had a tax cut 
since the war.” 

Reed’s conclusion: “Business isn’t 
going to be as good in 1961 as it was 
in 1960.” Which might not be the way 
for a man to talk who has investment 
securities to sell, but it was certainly 
refreshingly candid. 


Sales: 
THINGS TO COME 


Wuat KIND of year will 1961 be for 
the sale of mutual fund shares? 
Fundmen will have to wait only 31 
days or so to get a pretty good idea. 
Reason: January is traditionally their 
hottest sales month. In January 1959, 
they sold $223.5 million worth of 
new shares—biggest single month in 
the industry’s history. In January 
1960, they sold $221.8 million in new 
shares—best month of the year. 
Thus, experts say, if sales easily 
exceed $200 million this month, it 
will be a hopeful sign for 1961 as a 
whole. 
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Make Financial World 


Your Guide to Sound Action 


IN THIS MARKET... 
...and the Year Ahead 


Each issue of FINANCIAL WORLD since 1902 has been devoted ex- 
clusively to the crucial areas of investment information and guidance. 
You get: Detailed reports on selected issues; Special company and in- 
dustry surveys; Supervised groups of issues selected for every invest- 
ment goal; Specially timed studies of stocks for action now. You get 
facts interpreted to enable you to recognize ACTUAL STOCK VALUES 
as well as significant TRENDS—often far in advance. You get the 
benefit of 58 years of successful experience in serving investors 
in every kind of market. 


Try FINANCIAL WoRLO's Comprehensive Service NOW 
On This Special $5 Anniversary Offer 


HERE’S WHAT YOU GET: 


1. 18 issues of FINANCIAL WORLD, America’s Pioneer 
Investment Weekly. (Newsstand cost $9.) 


2. EACH MONTH for 4 months a supplement of INDE- 
PENDENT APPRAISALS of up to 1,800 listed stocks. = 
Detailed digests of prices, earnings, dividends. Our + RID 
independent RATINGS for profits. (Similar guides = 

cost up to $24 a year.) a PRA S 

- PLUS expert, personal ADVICE-by-MAIL as often as 

once a week for 18 weeks—our best opinion on whether 
to buy, sell or hold any stock you inquire about that 
interests you at the particular time. (Not available 


alone at any price.) 


ADDITIONAL SAVINGS: 


We will send you FINANCIAL WORLD @ the FREE 
“Step-by-Step Guide” e “Independent Appraisals” 
e Advice-by-Mail . . . and include in addition—but at no additional cost 
—the current 320-page “Stock Factograph” Manual (Reg. $5), giving 
55,000 pertinent facts about 2,000 stocks ... all for $12 for 6 months 
service or $20 for a full year. Check your preference in the coupon 


FREE... lf You Act Now! 


You will also receive with your subscription, as our 
58th Anniversary Gift, this new 72-page handbook to 
profits “Your Step-by-Step Guide to Investment Suc- 
cess” containing 34 chapters on what ydu need to 
know to be successful and stay successful. |Not avail- 
able for sale at any price. 





, SSS SS SSS SSS SSS SSSSSSSSSSeeeeaeeeenaananan a4 


FINANCIAL WORLD, Dept. FB-| | 

17 Battery Place, New York 4, N. Y. 

For payment enclosed send me a FREE Copy of ‘‘Your Step-by-St« 

Guide to Investment Success’’ and enter my order for the following 
18 weeks of FINANCIAL WORLD, including ‘‘Independent App: 

als,’’ Advice-by-Mail—all for $5 

0 6 months of FINANCIAL WORLD, including all the above and 
Stock Factograph’’ Manual—all for $12 

0 1 year of FINANCIAL WORLD, including all the above and als 

‘Stock Factograph’’ Manual—all for $20 





Absolute 
money-back 
guarantee, 
if not 
satisfied 
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The Interim Technical Review 


Thorough appraisals of current & anticipa 
stock trends, stressing critical selectivity 
careful timing efforts. Praised by professional 
& private investors & traders as a thoughtful 
ractical, moderate-cost service (bi-weekly) 
lustrated with Point & Figure charts. Details 
free copy of recent issue from 
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& LIGHT COMPANY 


preferr 


stockholders of recor 
December 30, 1960. 


PORTLAND, OREGON 
December 14, 1960 








Dividend Notice 


Quarterly dividends of $1.25 per share on the 5% 
few $1.13 per share on the 4.52% seri 

preferred stock, $1.54 per share on the 6.16% serial 
preferred stock, $1.41 per share on the 5.64% serial 
preferred stock, and 45 cents per share on the 
common stock of Pacific Power & Light Company 
have been declared for payment January 10, 1961, to 

d at the close of business 


H. W. Millay, Secretary 


«il 














100-POINT RISE BY SPRING? 


6 Low-Priced Stocks to Ride the 
Crest of the Next Big Buying Wave 


Basson Park, Mass.—There is convincing 
evidence that another big rise is just 
around the corner for many stocks. In the 
opinion of well-known financial authority 
Roger E. Spear, it is likely to be propelled 
by the following factors: 1) renewed ac- 
cumulation of stocks by institutions and 
mutual funds, 2) fear of a new wave of 
inflation and 3) new high records in per- 
sonal income. 


For investors who have been waiting on 
the sidelines since the market peak last 
Summer, Spear editors believe the chance 
to make some unusual profits is now at 
hand. 


Which 6 of These 21 Stocks 
Promise Greatest Gains Today? 


Alleghany Corp. Lear Inc. 

Atlas General Muter Co. 

Babbitt Nat. Bellas H. 
Baird Atomic Nat. Union Elect. 
British Pete Northeast Airlines 
Burry Biscuit Panellit 

Canada Dry Servel 

Catalin Corp. S. A. Gold & Plat. 
Conde Nast Stude-Packard 


Fairbanks Whitney 
Ford Motor Ltd. 


To prepare you for this great stock profit 
possibility, Spear editors have carefully 
selected 6 under-$25 stocks which all have 
a special “angle” and which the great 
power of mass public buying could sweep 
to higher prices in 1961. They are believed 
to have the same kind of “profit punch” 
that has made stocks like American 
Motors and Texas Instruments keep “far 
ahead of the pack.” 


Here are a few highlights from this new 
Report called “6 Stocks UNDER $25 To 
RIDE THE CREST OF THE NEXT BiG BuyING 
Wave.” 
One stock is currently selling around 
$10. But don't expect it to stay here for 
long. Until recently it was reeling under 
the burden of large, short term loans 
and heavy interest payments. This pic- 
ture has changed dramatically. Through 
mergers and acquisitions it is now be- 


Welbiilt 


lieved to be one of the most potentially 
profitable low-priced stocks in today’s 
market. At the helm is a brilliant finan- 
cial mind with a long string of profit 
successes behind him. A real “sleeper” 
today, Spear editors believe it is an 
awakening giant of tomorrow. They 
have set an 18-month profit objective of 
87% for this stock. 

Another stock has shown exceptionally 
bullish technical action on top of a 
strong base of consolidation. But there 
is much more to this stock than a favor- 
able chart pattern. A shift in control of 
the company has been accompanied by 
some startling strides. After 4 consecu- 
tive years of deficits a major turn in the 
fortunes of this company appears in the 
making. A large block of stock in this 
company is closely held and the remain- 
ing shares could advance dramatically 
upon the announcement of good earn- 
ings news. 


During the past 17 years the average ad- 
vance of all Spear’s Supervised Buy and 
Sell Recommendations — 403 in all —has 
exceeded the Dow-Jones Industrials by 
122.0%. This Report has been prepared 
by the same organization that established 
this record. 


. SPECIAL OFFER 


To prepare you for large 1961 
profits, Spear editors will send you 
this new Report with a 2-week trial 
subscription to the Spear Market 

Letter for just $1. (New subscribers only.) 
Send this ad, your name and address today 
to Box SP1-40E. 


) Check here if you prefer a 3-months’ 
trial at Special $15 rate. (Regular rate 
$20. 


SPEAR & STAFF wc. 


INVESTMENT ADVISERS SERVING THE 
“MONEY MAKING MINORITY” SINCE 1940 


Babson Park 57, Mass. 











| GOODWIN 
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The company, through its Thom 
McAn, John Ward and Miles stores, 
operates a chain of 1,170 outlets in 
45 states. An important part of its 
products are made in 11 company- 
owned plants. In recent years man- 
agement has increased the number of 
its outlets mainly in the form of 
family-type stores located along the 
highways. Improved earnings have 
resulted therefrom and are expected 
to continue. Melville’s capitalization 
consists of $14.6 million in funded 
debt, 17,347 shares of 434 cumulative 
preferred “A” stock, 136,683 shares of 
4% cumulative preferred “B” stock 
and 2.7 million shares of common 
stock, of which 11% was recently 
controlled by the Melville family. 
The price range since 1955 is 39-21; at 
the recent price of 29 the yield is 5.5“. 
A dividend has been paid each year 
since 1916. 

I might add that Melville’s $4 cu- 
mulative preferred “B” stock re- 
cently sold at 80 and yielded 5%, 
where it would appear attractive for 
conservative investors. 

Sunshine Biscuits has been a solid 
performer for many, many years. 
The company is the second largest 
manufacturer of biscuits, crackers 
and cookies, whose brand names in- 
clude Sunshine, Hydrox, Hi Ho, 
Cheez-It, Krispy. Krun-chee, etc. In 
addition, candy, potato chips, dog food 
and salted nuts have been added to 
the company’s line in. recent years. 
Sales have increased almost uninter- 
ruptedly each year since Sunshine 
Biscuits was founded in 1$12 and for 
1960 are estimated at a new peak of 
around $198 million, vs. $188 million 
in 1959. 

Earnings, also, are expected to in- 
crease to around $6.80-$6.85 per share, 
vs. $6.61 a year ago. The $4.40 annual 
dividend appears secure and, in all 
probability, will be increased or sup- 
plemented by an extra sometime 
during 1961. Management is top- 
grade and has stepped up its pro- 


| gram of acquisitions and advertising 


during recent years. Capitalization is 
extremely small, consisting of but 1.2 
million shares of common. stock. 
Range since 1959, 106-85. Recent 
price, 100; yield, 4.4°7. This is a fine 
company and should be a good one 
to own for safety, rising income and 


| long-term appreciation. The stock 
| has acted very well during recent 


months and, I believe, will sell at a 
new high before long. Indeed, a 
stock split during the next six 
months or so would not be surpris- 
ing. I recommend it highly. 
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ranges from two to four months. You 
can go awfully wrong in eight weeks. 
But, as Mr. Granville stresses, this is 
only one of the many indicators; there 
must be close to a hundred of them 
set forth in this remarkable book, and 
they must all be carefully observed 
and correlated by the practitioner of 
his method. 

Among other  intermediate-trend 
indicators that are offered and dis- 
cussed in more or less detail are the 
advance-decline line, the short inter- 
est, relationships between various 
averages, seasonal influences and odd- 
lot transactions. 

After you have mastered the correct 
analysis of general market trends, Mr. 
Granville introduces you to his 
“Grand Strategy of Stock Trading,” 
designed for maximum profit with 
minimum risk. This section explains 
how he chooses stocks suitable to the 
purpose. It includes discussions on 
the rudiments of chart reading (with- 
out illustrations) and on the basic as- 
pects of 200-day moving averages 
(with illustrations). It also contains a 
wealth of technical market lore and 
practical suggestions. The book closes 
with a “Five Minute Quiz Before 
Buying A Stock” that would probably 
take me three days to answer. 

The whole thing adds up to an ideal 
method of getting the most out of the 
market, ideal not in the sense of eas- 
iest but in the sense of constant and 
absolutely thorough application of 
every available technical tool. As- 
suming that this prerequisite mini- 
mizes risk through correct timing, Mr. 
Granville feels entitled to resort de- 
liberately to low-quality, high-vola- 
tility stocks for the leverage that can 
produce maximum profit. 

This is not a technique that lends 
itself to casual use as a sideline; and 
if you are unable or unwilling to de- 
vote to it every ounce of energy and 
talent you can muster, you cannot ex- 
pect it to maximize your profits and to 
minimize your risks. Even though Mr. 
Granville’s long years of experience 
are now available to you in conven- 
iently canned form, you may find it 
difficult to become the hard-working, 
hard-nosed professional that he is. In 
that case you had better continue to 
pay attention to quality standards in 
picking stocks. 

Mr. Granville has written a manual 
on how to become a virtuoso. After 
reading it, you may still not be a 
Heifetz of the stock market, but you 
should manage to improve _ the 
scratchy investment fiddling you're 
doing now. 
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HOW TO MAKE 


SHREWD SPECULATIONS 





in stocks now under $5 or $10 


\1OW you can get revealing factual re- 
4 ports—and carefully discriminating 
recommendations—on little-known §in- 
vestment bargains 


These bargains are rapid-growth stocks 
presently overlooked by the public—yet 
offering substantial hidden value now and 
virtually unlimited growth 
the future 


prospects jor 


While it has taken several for 
many good speculations to reach the tor- 
tune-building stage—multiplying their 
starting prices by five, ten or twenty times 


years 


—many low-priced stocks have doubled 
and tripled their prices in comparatively 
short time, even in the recent down 
market. 

EXAMPLE =1—A profit of over 325% 
could have been made by buying Pad- 


dington at $16.50 last December! 


EXAMPLE 2#2—Investors who bought 
Burry Biscuits at $6.50 last December, 
could by now boast a profit of almost 
300%. 


EXAMPLE +3—Those who ‘‘caught” 
Edo Corp. at $103, in September, 1959 
could have walked away with a profit of 
some 200%. 


As examples of enriching growth over 
the longer term, you need only recall that 
General Electric was once an undervalued 
stock; so were Sears Roebuck, Dow Chem- 
ical, General Motors, Gulf, Amerada—and 
scores of other stocks that soared to re- 


markably high prices once their true 
value became known to the public 
What we look for in making our recom- 


mendations, therefore, are companies 
showing comparable vitality and starting 


now to enter their major expansion periods 


To help you recognize unusual oppor- 
tunities now shaping up. Selected Secur- 
ities Research assembles and analyzes the 


hard-to-come-by facts about low-priced 
securities. The object. of course, is to 
isolate the relatively few issues which 


show substance, soundness and promise— 
and to recommend these to subscribers 





before prices commence the steepest part 
of their projected ascent. 


You are cordially invited to participate, 
for a special 3-month trial period, in the 
results present subscribers are getting 
You can judge results for yourself when 
you accept this illuminating trial offer 


What you will receive— 

In the Reports to be sent you during 
this period, you are told about the past 
operational record of each company rec- 
ommended its present activities 
new products or new markets being de- 
veloped the outlook for future earn- 
ings and dividends. 

You are shown the financial structure 
of the company its capitaiization 
its past earnings and dividend record. You 
get the intimate data you need, to see for 
yourself the growth possibilities of each 
stock. 

Moreover, you are advised whe 
as well as when to sell. In short, vou 
all the facts you need in order to 
up” the fortune-building 
these now-undervalued 
under $5 or $10 a share 


to buy 
get 
size 
prospects of 
stocks selling at 





EXTRA FEATURE: POINT & FIGURE 
CHARTS, and analyses of special situa- 
tions, with buy recommendations, are 
included when justified 











TRIAL OFFER—3 MONTHS FOR ONLY 
$5 (a 50% saving). See for yourself how 
you can reap large profits from a small 
investment in these “hidden-value” 
stocks. To receive SSR Reports for 3 
months’ trial at the low introductory rate 
of only $5, just mail coupon below 


TRIAL OFFER 


SELECTED SECURITIES RESEARCH, INC. 
SEAFORD, NEW YORK DEPT. F-94 


Please send me your SSR Reports for 3 months 


i 

| trial. (Complete refund guaranteed anytime 
within 3 months if not completely satisfied 
| Enclosed is $5 () money order ] check 
| Name 

Address 

| City Zone Stote 
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MORE MONEY 


STOCK MARKET 


INVESTING & TRADING 





The 28 year old, original RICH- 
ARD D. WYCKOFF COURSE shows 
how to successfully invest and 
speculate. (Not an advisory 
service.) Write for brochure F3 


WYCKOF 


ap . 
iWias ae 


F v # NY. City 


40 S. Fairview - Park Ridge, If}. 








—-MONEY BACK GUARANTEE -—- 





GROWTH STOCK 
FUND, IMC. 


(CF) @ALTIMORE, MARYLAND 





OBJECTIVE: Possible long term growth 
of principal and income. 
OFFERING PRICE: Net asset value. 
There is no sales load or commission. 
REDEMPTION PRICE: Net asset value 
less 1%. 
Prospectus on request 


Dept. B 
10 Light Street Baltimore 2, Md. 
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Newly 


revised FORBES STOCK MARKET COURSE 


HOW JUST TWO HOURS A WEEK CAN HELP YOU 
UNLOCK STOCK MARKET MYSTERIES YOURSELF! 





15 PROFIT-PACKED 
SECTIONS 


Capital Building Through Stock 


Trading. 
2. How Security Markets Function 


Common Stocks—Factors Affecting 
Their Prices. 


Preferred Stocks & Bonds—Their 
Advantages and Limitations. 


5. Interpreting the Market Action 


». Protecting Yourself Against Bear 
Markets. 


Reading Market Patterns. 
How to Select Stocks for Profit. 


How to Make Money in Bear 
Markets 


Sources of Investment Information. 
Reading the Financial Page. 


Stock Rights—What They Are 
What to Do With Them. 


Dollar Cost Averaging and Formula 
Plans. 


The Professional Wisdom of Wall 
Street. 


5. Symposium on Stock Market Course 
Inquiries. 


ONLY 
$1.83 PER LESSON 


Hundreds of purchasers have paid the 
regular price of $100; found the lessons 
well worth many times the price. Now, 
so that EVERY investor can benefit, the 
complete 15-section course is bargain 
priced at $27.50 ‘only $1.83 per les- 
son); contains all the same basic ma- 
terial! But you must act fast. This 
offer is subject to withdrawal at any 
time. If you move quickly, this whole 
$100 course is yours for just $27.50 
a saving of almost 75°... If mot satisfied 
with the Course, return it within 10 days 
and your money will be refunded. 


Time and money have been lavished on 
this course. Many years were spent in 
preparing the course; the rich experience 
of many security analysts on the FORBES 
and INVESTORS ADVISORY INSTI- 
TUTE's staff was tapped; outstandingly 
successful investors were interviewed to 
dive you their most profitable methods. 


ACT NOW—Get the FORBES 
Stock Market Course that sold 
originally for $100 for only 
$27.50—a cool saving of almost 
75%. Mail coupon at right. 
Decide whether or not you will 
keep the course after examin- 
ing it for 10 days in your own 
home! 














yo probably know of people who are well off because of wise investments. 

Some started with only a few hundred dollars and amassed enough money to 
acquire lovely homes, put children through college and realize all their cherished 
ambitions. This wasn't due to luck. These investors studied the stock market . . . 
evaluated its risks . . . delved into its secrets; unlocked much of its mystery . . . 
learned the methods of successful investors. Soon they used these very same 
methods themselves . . . with excellent results. 


Few realize the profitable opportunities that await trained investors at times in the 
stock market. Those who early invested even modest amounts in General Motors 
became so wealthy that they need never work again. The market-educated investor 
senses opportunities and grasps them. The unskilled investor passes them by. 


MARKET EXPERTS TEACH YOU HOW 


Spend just two hours a week reading the famous FORBES Stock Market Course at 
home, in your spare time. It should prove the most precious training you ever had. 
It will guide you step-by-step in 15 easy lessons to complete mastery of the subject. 


Backed by the vast resources of the 43-year-old FORBES organization and its 
unmatched fact-finding and research facilities, this completely revised FORBES 
Stock Market Course reveals tested methods that have made money again and 
again for others—and can make money for YOU. 


SET YOUR OWN PACE FOR PROFIT 


To satisty the wishes of a large number of students, now, all 15 lessons are sent 
at once. Thus YOU can set your own pace. At the end of each lesson you will 
find practical assignments and specific exercises. These develop the practices 
and observations so vital to stock market success. You test yourself so you may 
judge your progress and complete the training with final review and quiz. 


What you learn from a single lesson and apply to your investments may be a 
turning point in your fortunes . . 


. should set in motion a chain of many successful 
transactions. 


Examine Entire Course for 10 Full Days At Our Risk— 
Money Back If You Are Not Completely Satisfied! 


FORBES Inc. 
70 Fifth Avenue, New York I1, N. Y. 


| enclose $27.50 (add 3% on N.Y.C. orders) for complete 15-lesson FORBES Stock Market 
Course. | may return it within 10 days for full refund if it does not prove satisfactory. 
F-1029 
Name haart nee bina 
(Please Print) 


Address 


City State 
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To 12/15/60 


High 


1342 
41% 
3442 
31% 
42 

42% 
402 


693% 
71% 
49 

41% 
414 
454 
224 
687s 


6648 
50% 
6344 
29% 
47% 
57 

82% 


Low 


4214 
532 
20% 
31% 
40 

4612 


Price 


33 

31% 
22% 
3142 
2642 
394 


585 
393% 
477% 
3614 
31% 
34% 
2242 
687 


6434 
49 

6258 
23% 
3414 
55% 
8034 


FORBES, JANUARY 1, 


Last Indicated 


Dividend 


1.50 
2.40 
1.20 
1.40 
1.40 
1.025 
2.00 


3.00 
2.20 
2.60 
1.00 
1.80 
1.70 
2.10 


1°61] 


Indicated 
Yield 


INDEX OF COMPANIES 


Thirteenth Annual Report on American Industry 


To 12/15/69 
1960 Range Last 
High Low Price 


Indicated 
Dividend 


Company 
643%, 40 47\2 
54 39% 497 
31% 1458 


$2.00 
1.80 


Abbott Laboratories 1534 1.00 


Addressograph-Multigraph 
Admirai Corp. 

Air Reduction Co. 

Allied Chemical Corp 
Allied Stores Corp 
Allis-Chaimers Mfg. Co 
Aluminium Ltd 


Aluminum Co. of America 
American Airlines 

American Broad.-Paramount 
American Can Co 

American Cyanamid Co 
American Electric Power Co 
American Express Co 
American & Foreign Power Co 


American Home Products Corp 
Amer. Machine & Foundry 
American-Marietta Co. 
American Metal Climax 
American Motors Corp 
American Natural Gas Co 
Amer. Radiator & Stand. San 
Amer. Smeiting & Refining 


American Stores Co. 

AT&T 

American Viscose Corp 
Anaconda Wire & Cable Co 
Armco Stee! Corp 
Armstrong Cork Co. 
Atlantic Coast Line RR 
Atlantic Refining Co 

Avco Corp 


Baltimore & Ohio RR Co 
Bendix Corp., The 
Bethlehem Steel Co. 
Biaw-Knox Co 
Boeing Airplane Co 
Borden Co., The 
Borg-Warner Corp 
Braniff Airways 
Bristol-Meyers Co 
Brunswick Corp 
Burroughs Corp 


Campbell Soup Co 

Capital Airlines 

Carrier Corp 

Caterpillar Tractor Co 
Celanese Corp. of America 
Cerro Corp 

Champion Paper and Fibre Co 
Chance Vought Aircraft 


Chesapeake & Ohio Railway 
Chrysler Corp 

Cities Service Co. 

Clark Equipment Co. 
Colgate-Paimolive Co 
Columbia Broadcasting System 
Columbia Gas System, The 
Commonwealth Edison Co. 


Con. Edison Co. of N.Y. 
Consolidated Natural Gas Co 
Consumers Power Co 
Container Corp. of America 
Continental Can Co. 
Continental Oil Co 

Corn Products Co 


indicated 
Yield 


4.2% 
3.6 
6.3 


Company 


Crane Co 
Crown Zellerbach Corp 
Curtiss-Wright Corp 


Deere & Co 

Delta Air Lines 

Detroit Edison Co 
Diamond Nationa! Core 
Douglas Aircraft Co 
Dow Chemical Co 
Dresser industries 


du Pont (E.!.) de Nemours 


Eastern Air Lines 
Eastman Kodak Co 
El Paso Natural Gas Co 


Federated Department Stores 
Firestone Tire & Rubber Co 
Flintkote Co., The 

Food Machinery and Chemica 
Ford Motor Co 

Friden 

Fruehauf Trailer Co 


General Amer. Transportation 
General Dynamics Corp 
General Electric Co 

General Foods 

General Motors Corp 
General Public Utilities Cort 
General Tel. & Electronics 
Georgia-Pacific Corp 

Gimbel Bros 


Goodrich, B.F., Co 
Goodyear Tire & Rubber Cc 
Grace, W.R., & Co 

Grand Union Company 
Great A&P Tea Co 

Great Northern Paper Co 
Great Northern Railway Co 
Gulf Oi! Corp 


Hercules Powder Cc 


ideal Cement Co 

illinois Central Railroad 
Ingersoll-Rand Co 

inland Stee! Co 

IBM Corp 

international Harvester Co 
int’! Nickel Co. of Canada 
international Paper Co 
iT&T Corp 


jJonns-Manvilie Corp 
jones & Laughlin Steel Corr 


Kaiser Aluminum & Chemical 
Kaiser Stee! Corp 

Kennecott Copper Corp 
Kimberly-Clark Corp 

Kopp’ rs Co 

Kroger Co., The 





—- Te 12/15/60 
1960 Range Last 
i low Price 


indicated 
Dividend 


indicated 
Yield 


L 


4.9 
3.0 
1.1 
5.6 
4.1 


| ——Te 12/15/60——.. 
1960 Range ast 
High low Price 
31% 29% 
78% 4812 53% 
71% 37% 4438 
8258 69 79 
21% 11% 13% 


Indicated 
Dividend 


$1.00 
3.00 
0.50 
0.8125 
none 


Company . ‘ 
19% 
Lehigh Portiand Cement Co. 
Libbey-Owens-Ford Glass Co 
Lilly, Eli, & Co. 

Lockheed Aircraft Corp 

Lone Star Cement Corp 


Lone Star Gas Co 
Louisville & Nashville RR 


McDonnell Aircraft Corp 
Mack Trucks 

Macy, R.H., & Co 
Marshall Field & Co 
Martin Co., The 

May Department Stores Co 
Mead Corp., The 

Mead Johnson & Co 
Merck & Co 

Middie South Utilities 


Milwaukee Railroad 
Minneapolis-Honeywell Reg 
Minnesota Mining & Mfg. Co 
Minnesota & Ontario Paper Co 
Missouri Pacific RR 
Monsanto Chemica! Co 
Montgomery Ward & Co 
More Corp. Ltd 

Motorola 


National Airlines 

National Cash Register Co 
National Dairy Products Corp 
National Gypsum Co 

National Lead Co 

National Stee! Corp 

National Tea Co 

New York Central RR 

New York, Chi. & St. Louis RR 


Niagara Mohawk Power Corp 
Norfolk & Western Railway 
North American Aviation 
Northern Natural Gas Co 
Northern Pacific Railway 
Northrop Corp. 

Northwest Airlines 

Norwich Pharmacal Co 


Olin Mathieson Chem. Corp 
Otis Elevator Co 

Outboard Marine Corp 
Owens-Corning Fiberglas 
Owens-lilinois Glass Co 


Pacific Gas & Electric Co 
Pacific Lighting Corp 

Pan American World Airways 
Panhandle Eastern Pipe Line 
Parke, Davis & Co 

Penney, J. C., Co 
Pennsylvania RR Co 

Peoples Gas Light & Coke Co 
Pfizer, Chas., & Co 


Phelps Dodge Corp 
Philadelphia Electric Co 
Philco Corp. 

Phillips Petroleum Co 
Pittsburgh Plate Glass Co 
Proctor & Gamble Co 

Public Service Elec. & Gas Co 
Pullman 


Radio Corp. of America 
Rayonier 
Raytheon Co 


indicated 
Yield 


3.4% 
5.6 
1.1 


Company 


Republic Aviation Corp. 
Republic Steel Corp. 
Reynolds Metals Co. 
Richardson-Merrell 
Royal McBee Corp. 


Safeway Stores 

St. Regis Paper Co. 

Santa Fe Railway 
Schering Corp 

Scott Paper Co 

Seaboard Air Line Railroad 
Sears, Roebuck & Co 

Shell Oi! Co 
Sherwin-Williams Co., The 


Sinclair Oil Corp 

Singer Mfg. Co., The 
Smith-Corona Marchant 
Smith Kline and French Labs. 
Socony Mobil Oi! Co 
Southern Calif. Edison Co 
Southern Co., The 

Southern Natural Gas Co 
Southern Pacific Co 


Southern Railway Co. 
Sperry Rand Corp 
Standard Oi! Co. of Calif 
Standard Oi! Co. (indiana 
Standard Oi! Co. (NJ 
Sterling Drug 
Studebaker-Packard Corp 
Sun Oi! Co 


Tenn. Gas Transmission Co 
Texaco 

Texas East. Transmission Corp. 
Texas Gas Transmission Corp 
Texas Utilities Co 

Thompson Ramo Wooldridge 
Tidewater Oi! Co 

Trans World Airlines 
Transcont. Gas Pipe Line 


Underwood Corp 

Union Bag-Camp Paper Corp 
Union Carbide Corp. 

Union Oil Co. of Calif 
Union Pacific Railroad Co 
United Air Lines 

United Aircraft Corp. 


United Fruit Co 
United Gas Corp 
U.S. Gypsum Co 
U.S. Plywood Corp 
U.S. Rubber Co 
U.S. Steel Corp 
Upjohn Co. 


Warnerambert Pharm. Co 
West Virginia Pulp & Paper 
Western Union Telegraph Co 
Westinghouse Air Brake Co. 
Westinghouse Electric Corp 
Weyerhaeuser Co 

Wheeling Stee! Corp 
Whirlpool Corp. 

White Motor Co., The 
Worthington Corp. 


Yale & Towne Mfg. Co. 
Youngstown Sheet & Tube Co 


Zenith Radio Corp 45 
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company, each industry, is constantly 
changing. Second, we remain in a 
stock market which is dominated by 
the more astute professional and bet- 
ter informed public. Thus, while I 
believe the 1961 average high will be 
above the highs recorded in the sec- 
ond half of 1960, one thing seems cer- 
tain: the popular averages will be as 
misleading a guide to action as they 
have been in 1960. New individual 
highs can go hand-in-hand with new 
individual lows. 

In other words, while the long-term 
plusses are reassuring, they don’t 
mean “an easy bull market.” There's 
too much competition within industry, 
and too many of our demands have 
been satisfied for 1958 to be repeated. 
Moreover, I still can’t find a major 
stimulus within the economy, and we 
lack an inflationary push. Thus 1961 
like 1960. wilik. be a market of stocks 
rather than a stock market. 

There’ve been some fundamental 
changes which our professionally 
dominated market will recognize. 
One, for example, is the fact that 
computers and other forms of data 
processing equipment mean that in- 
dustry can live with much smaller 
inventories than at any time in past 
years. The more I check with dif- 
ferent companies. the more I find that 
there are new controls which have the 
end result of improving industry’s 
cash position. 

Thus, 1961 is likely to be as uncon- 
ventional a year as 1960. If this be 
true, a decision has to be made as to 
the industries that should be avoided 
as well as those which merit special 
attention. For example, the former 
may mean indifference to most of the 
chemicals inasmuch as there's little 
or no chance of a new earnings explo- 
sion. It may also mean indifference 
to many of this year’s “high flyers,” 
where there’s a great deal of “catch- 
ing up” to be done. While our ex- 
penditures for space exploration and 
development have doubled this year 
—and probably will mushroom up- 
wards over the next decade—the 
realization is growing that the cor- 
porate benefits may not develop over- 
night, or include everyone. 

If a phase of better feeling with 
respect to the over-all business out- 
look later comes into being, as I be- 
lieve it may, speculative attention will 
be focused on the more prosaic cyclical 
industries. Certainly, the severe price 
deflation experienced by the market's 
problem children recognizes a great 
many example, 
while the steel industry is operating 


uncertainties. For 
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under a new set of rules, the fact 
remains that the group slways has 
been sensitive to new order trends— 
and orders may turn up sooner than 
now expected. Similarly, while 1960 
has been the worst year for the ap- 
pliance industry since World War II, 
1961 could be much better. Cement 
shipments have turned up in the past 
few months, and highway construc- 
tion may improve in 1961. The copper 
companies can do surprisingly well if 
the 30-cent price holds, and com- 
petent trade observers believe that it 
will. 

My point in these generalizations is 
twofold: first, that speculative styles 
probably will change in coming 
months: second, that the payoff for 
using a thinking man’s filter can be 
quite satisfying. Market labels can 
change for the better: industries and 
companies do emerge from their own 
private recessions. This was true in 
1960 for the oil and movie businesses, 
and it may hold true in 1961 for, say, 
the can companies, the rails, etc. 

But it’s a little premature to attempt 
to choose a list of the two, six or 
ten “Best for 1961.” The chaff is being 
separated from the wheat now, and a 
little more water has to go over the 
dam before the patte clarifies. 
There’s a strong hint. however, that 
1961 (like 1960) will be a good time 
to “do what comes naturally” rather 
than look for the companies which 
require a postgraduate course for 
understanding. 





KEY 


TO NUMBERED FOOTNOTES 
“HOW WELL HAVE THEY DONE?” 
'Based on latest reported five- 

year period. 
“Cash flow—net profit 
ciation and depletion. 


+depre- 


*Percent of stockholders’ equity 


‘Increase (or decline) in earn- 
ings per share expressed as 
per cent of growth (or decline) 
in total net profit 


‘Estimated 1960 net per share 
expressed as percentage of 


1958-60 average net per share 


‘An index expressing success 
in converting reinvested profits 
into new earnings, covering 
latest reported five-year period. 


TFORBES estimate 


Note: Composite index figures 
reflect weighting applicable only 
to specific industries concerned. 
Weighting varies from industry 
to industry. 











Pacific Gas and Electric 
_ Company 


DIVIDEND NOTICE 
COMMON STOCK 
DIVIDEND NO. 180 
The Board of Directors on 
December 14, 1960 : 
clared a cash dividend for 
the fourth quarter of the 
year of 65 cents per share 
upon the Company's com- 
mon capital stock. This 
dividend will be paid by 
check on January 16, 
1961, to common stock- 
holders of record at the 
close of business on De- 

cember 23, 1960. 
K. C. CHRISTENSEN 
Vice President and Treasurer 
Son Francisco, Calif. 





NATIONAL 
INVESTORS 


CORPORATION 
A Growth Stock Mutual Fund 


consecutive 
dividend 


from net investment income 
7 CENTS A SHARE. 


Year-end distribution from 
gain realized on investments 


38 CENTS A SHARE 


Payable December 24, 1960 
Record Date December 6, 1960 


65 Broadway, New York 6,N.Y 








BROAD STREET 
INVESTING 


CORPORATION 
A Diversified Mutual Fund 


consecutive 
quarterly 
dividend 


from net investment income 
14 CENTS A SHARE. 


Year-end distribution from 
gain realized on investments 


30 CENTS A SHARE. 


Payable December 24, 1960 
Record Date December 6, 1960 


65 Broadway. New York 6. N.Y. 








eS 


The habits of thinking in a free 
country should inspire caution in 
those intrusted with its administration 
to confine themselves within their re- 
spective constitutional spheres, avoid- 
ing in the exercise of the powers of 
one department, to encroach upon an- 
other GEORGE WASHINGTON 


We need to cultivate fertility in 
thought as we cultivated effi- 
ciency in administration. 

NORBERT 


have 
WIENER 


It is change. not love, that make: 
the world go around; love only keeps 
it populated. Cuarves H. Brower 

Those who cannot miss an oppor- 
tunity of saying a good thing are not 
to be trusted with management of 
question. 

—WILu1aAM Hazuirt 


any great 


The test of leadership is not to put 
greatness into humanity, but to elicit 
it, for the greatness is already there. 

-JOHN BucHAN 


The worst cliques are those which 
consist of man. 
—GeorcE BERNARD SHAW. 


one 


Push right to the extreme and it 
becomes wrong: press all the juice 
from an orange and it becomes bitter. 

-BALTASAR GRACIAN 


Absence diminishes little passions 
and increases great ones, as wind ex- 
tinguishes candles and fans a fire. 

La RocHEFOUCAULD 


can exist for itselt 
alone. It ministers to some great need, 
it performs some great service, not 
for itself, but for others: or failing 
therein, it ceases to be profitable and 
exist. Catvin COOLIDGE 


No enterprise 


ceases to 


Unquestionably, there is progress 
The average American now pays out 
almost as much in taxes alone as he 
formerly got in wages. 


H. L. MencKEN 


Nature gives to every time and sea- 
son beauties of its own; and 
from morning to night, as from the 
cradle to the grave, it is but a suc- 
cession of changes so gentle and easy 
that we can scarcely mark their prog- 
CuHarvtes DICKENS 


some 


ress. 


112 


ON THE 
BUSINESS OF LIFE 


If a nation values anything more 


than freedom, it will lose its freedom; 
and the irony of it is that if it is com- 
fort or money that it values more, it 
will lose that, too. 


—SoMERSET MAUGHAM 


Self-defense is Nature’s oldest law. 
JOHN DryYDEN. 


You might as well fall flat on you 


face as lean over too far backward. 


JAMES THURBER. 


B. C. FORBES: 


About the best resolution 


make is to have resolution. 


you 
can 
No man can fight his way to the 
top and stay at the top without 
the fullest measure 
of grit, courage, determination, 
Every who 
gets anywhere does so because 
he first firmly resolves to pro- 
the world and then 
has enough stick-to-itiveness to 
transform his resolution into a 
reality. Sometimes I feel that if 
a person has enough resolution, 
he has almost all that is neces- 
sary to the attaining of a reason- 
able measure of success. Without 
resolution, no man can win any 
worthwhile place among his fel- 
lowmen. At the beginning of this 
New Year, therefore, resolve to 


exercising 


resolution. man 


gress in 


have resolution 


A virtue and a muscle are alike. If 


neither of them is exercised they get 
weak and flabby. 


—Ruicuarp L. ROONEY 


Time is 
Too slow for who Wait, 
Too swift for those who Fear, 
Too long for those who Grieve: 
Too short for those who Rejoice: 
But for those who 
Time is Eternity. 
—Henry Van DyKeE 


those 


Love, 


Righteousness, or justice, is, un- 
doubtedly of all the virtues, the surest 
foundation on which to create and 
establish a new state. But there are 
two nobler virtues, industry and 
frugality, which tend more to increase 
the wealth, power and grandeur of 
the community, than all the others 
without them. —BENJAMIN FRANKLIN 


Nature has 
necessity to us: 


made occupation a 
society makes it a 
duty: habit makes it a pleasure. 

CAPELLE 


The ultimate result of shielding men 
from the effects of folly is to fill the 
world with fools. —HersBert SPENCER 


It is easier to discover a deficiency 
in individuals, in states and in Prov- 
idence, than to see their real imovort 
and value Georc WILHELM HEGEL 


Education is the process by which 
the individual relates himself to the 
universe, gives himself citizenship in 
the changing world, shares the race’s 
mind and enfranchises his own soul 

Dr. Joun H. FINLEY 

It is only necessary to make wat 
with five things: with the maladies 
of the bodv. the ignorances of the 
mind, with the passions of the body, 
with the seditions of the city and 
the discords of families. 

—PYTHAGORAS 

He who rules must humor full as 
much as he commands. 

Georce ELIo1 


If you have genius, industry will 
improve it: if you have none, indus- 
try will supply its place. 

Str J. REYNOLDS 


The ballot is stronger than the bul- 
let .. . Among freemen there c2n be 
no successful appeal from the ballot 
to the bullet, and they who take such 
appeal are sure to lose their case and 
pay the cost. ABRAHAM LINCOLN 


Let ancient times delight ether 
folks: I rejoice that I was not born 
till now. —OviIp 


More than 3,000 selected “Thoughts” 
available in a 537-page book. Regu- 
lar edition, $5. 





A Text... 


Everyone 


to whom much is given, of him 


much will be required; and of him to whom 


men 
more 


ts used 


commit 


will demand the 


—LUKE 12:48 


much they 
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A MATTER OF CONTROL Ath 


Under federa/ reguiation we have, within 16 years, brought natura/ gas 
by pipeline to distributing systems serving 24 states with a population 
of 118 million. Given enlightened regulation in the future, we will 


continue to better and enlarge this public service 


TENNESSEE GAS TRANSMISSION COMPANY 


FROM NATURAL GAS AND OIL HEAT, POWER, PETROCHEMICALS THAT MEAN EVER WIDER SERVICE TO MAN 





Why make him a‘center of distraction”? 


- + Phones ringing...co-workers chattering... office traffic scurrying to and fro. The hustle and bustle 


4 | of everyday office activity can put key personnel on edge, sharply reduce their efficiency. Here’s 
a F 


* a solution. Isolate your key people with movable partitions by GF, and watch productivity rise 
GF movable partitions are of highest quality, easy to erect, easy to move or rearrange, 
attractive and practical. ..inexpensive, too. See for yourself. Call your nearest GF branch 


or dealer, or write The General Fireproofing Company, Department FB-11, Youngstown |, Ohio 


.ENERAL 
J, 


BUSINESS FURNITURE 
Whether you're planning new offices or major remod 


eli , 4 will pay vou lo consult GI Busine ss Work ; IREPROOFING 


Center specialists at the time you hire your architect 





